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United States intGrnational fcolecommunications is ^ 
generally considered to havd had its birth in 1866 when 
the first permanent transaUantic submarihe telegraph 
cable was placed into service between Irelaild and 
Newfoujidland. However, like many other areas of our world 
society, the greatest cjrowtji has been experienced during 
the past 20 years, . 

Today there is a wide varieby of services avallablo 
to the user by rneans of^ghly sophisticated transmission, 
switching, and terminal teehnology. International traffic 
volumes for both telephone and reoord service have been 
steadily rising. But no matter how Impreasive the growth 
and the availability o£ services have been, we must 
continue to asJt the qugAtlon,-Does the present industry 
structure adequately serve the public interest? Specif- 
ically^ has the structure oC the industry evolved, albeit 
in a rather randoiti method, to suffficiently accoinmodate " 
changing technology and user needs and to provide services 
at reasonable charges? if not, are changes desirable in 
the present, industry sfcructure? \ . ' 

Coi^cern for the structure 'of the U.S, iAtarnational 
telecoiranunications industry dates bacjt to the late 1920 'a 
when the industry was relatively simple. Since then, the 
industry has evolved into a rather complex structure, 
especially during the pist ten years or so. The purpose 
of this report is to preeen^t a synopsis of the various 
studies that have addressed the international telecommuni- 
cations industry structure after 19S8 : 

,• Studies commissioned by the Office of 
' Telecommunications Policy (OTP) during ' » 

the past two years (1975-1976) 

• President's Task Force on Conmuni cat ions 
Policy (1968), . 



The report begins with a revle-w of past industry 
structure studies. Studies and legislative actions prior, 
to the 1970's will only be nientioned briefly to establish 
the- historical recordi Chapter il is an overview of the 
industrial and techno,logicai developments up to the present 
including overseas teilfephone and record Garrlers, as well 
as the creation of tl^'e Communications Satellite Corporation 
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(COMSAT), In Chapte^^^III a descrriptloit is giv# 
current Regulatory aiid overs ight environrhent in^llidlng 
statutory backgrQund , FCC regulatory process , an4 the 
executive office role* 

^^hapter IV deals with the problems existing v/ithin 
, tha present institutional arrangements describerj iri the 
various studies^ Th€ problenis are not limited to those , 
that may appear tc be affected by changes in th^a iriduBtry. 
structure; rather I all of the major problems of Int^r- . 
national telecommunications are described to enable the 
reader to understand the complex legal/institutional 
frarnework involved* \ . 

Chapter V presents a summary of the alternative 
in^lstry arrangements w)iich were developed in tt.h% major 
Btudj^ effort s"^. These alternatives are organizes according 
to individtial subject^ enabling the reader to mote readily 
compare the varyijig opiniojis on each pertinent category. 
The .authors have rnade no. attempt to analyze th^^^ aiter-^ 
native arrangementSi 

. ^ "CHaptfe^^^ re^Ulal'Ory \ 

and^ governniental changes ^with impacts on industJry^ ■ 
s^tructure, - 

The. closing aJiapter presents an o^i^erall svwnary ofi 
the reports and the "authors '/ conclusions and r^commenda-^' , 
tions on possitola etj^uctural^ regulatory^ and li^gflslatlvis 
changes , _ - 
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, ■ CHAPTER .1 ': ■ ■ 

Hr^tfORiCAL REVIEW of; INDUSTRY STRUCTURE STUDIES 
A. . Intrfttuation ' •'■ 



Be|inn.ing with the telegraph cable and HP radio carriei 
merger imm xn the late l&20's,- certain elements of the 
u.,b. initwntttlonal telecommunications industry have always - 

nf^ln?LS!^.^®"f®^ the separation 

Of InterftMlonal and dom^Btle cominunications servides " 
entered th^ spotlight, followed by merger studies and 
varying ^iwB on the desirability of competition. Distinc- 
tions b^tw#n voice and record servjbes. wete also "important 
issues at aWferent time#over the past decades. With the ■ 
intro^uwUon of Batellite technology, the controversy has 
revolved ^-mmA the problem associated with cable ana 
satellite .-utiliBation. Today, virtually alT aspects of . 
tne U.S. ij^tt^rnational telecommunications industry are 
•open for dl'^cussion, , ' ' 

Thia ^Jiapter sUmmariKe.s the early congressional and 
Exeeuti^0 Office activities relative to thlinlust?y 
structuKg ^rlor to 1966 and introauces the three major 
study efteta which have been performed since then." 

^- iBtM feiy- Structure Actlvl ties Prior to 1966 • . 

The «iWer tissue in international record communications 
between WopW War I ana 1946 has been sunmarized as follows. 

"DwiWf World War I, when the dovernment operated 
,. the ■fcalegtaphy industry, the United States Navy 

was given control of the transoceanic radio' stations 
in. Interest of iiational security. Immediately 
* afiter Jlie war, a bill was introduced in Congress 
provi^togfor the control and operation by the Maw 
■ Depa^twent of the , .then ©xisting private'- United States 
., jadlq satations used for overseas communications. 
The W'^ature had Navy support. Under its provisions, 
the Miftvy was to operate the private stations as 
well. Its own statlona for the handling of both 
comm^mal and Government international communi- 
catio««,,. The bill did not become law. The -country 
would not accept Government ownership or operation 
. of tht^e facilities. . 



"Tne flicst expression of Congressional policy on 
merger of* the private,ly owned cable and radio 
.CQmpanies qame in tiie Pederal Radio mt of 1927 / 
This law specif ically prohibited , mergers of radio 
with cable companies, and v^ice. versa ^ if such 
mergers would lessen competitioii or restrain^ 
trade in interstate or Soreign conunerce. The 
Radio Act also declared, that antitrust laws are 
'specifically applicable to the manufacture , ^sale, 
arid trade^ in ^^rad io apparatus, and to interstate 
or foreign .radio communications . 

"The' CoMiunications Act o^ 1934' included the 
same, prdvisions. In 19 3 9-^ the Senate Coimtiittee 
on Interstate Conmierce requested tha FCC to 
study the %erger question afresh* The Commission 
reported in the following year, recommending 
permissive merger of the cable and ^adio-'telegraph 
carriers, . ' *^ 

^'^^After lengthy hearings^ Senator White and 'Senator 
McFarland introduced a bill in 1941 to permit ^ 
mergers in both domestic and inter national telegraph 
systems* When the measure was before the full 
committee during the following year ^ howe\fer ^ the 
Navy p^partment, previously ^supporter of merger, 
objected to changing the law to perniit changes in 
the international industry at that time. The Navy 
thought that the structure of United States overseas 
telecommunications should not be altered during 
the war. Provision for this type of merger was 
deleted from the bill; although the House restored 

"it^ the bill was nqt voted on before the end of 
the 77th Congress, 

"The protfl^Bm of domestic merger was felt to be so 
urgent^ however, that it could not v?ait for the 
conclusion of the war. The Postal Telegraph Company 
was deeply in debt, and there appeared no prospect 
tnat its financial affaifs could , possibly be put 
in order. The 7 8th Congress took up the question 
of domestic merger in 1943, and amerided the Communis 
cations Act bo as to permit X^estern Union to purchase 
Postal Telegraph. _This permissive legislation 
required .Wester Union to divest itsalf of its ' 
international business , Western Union Cables, within 
a reasonable period of time according to conditions 
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^ and prpcedure specified- in thm Act, and with 
mm approval of tne FCC, Up to the present 
time (1951), V^estera Union and potential buyers 
o£ its cables^ haye been iJnatle to agree on 
terms of sale. Western Union ^ Cables continues (from 
year to year as the FCC renaws permission for 
it to continue in its preseiit ownership. This 
situation has given %rise to suggestiqns that the 
provision for splitting domestic from international; 
carriers be stricken from the law. 

^"In 194 5 resolutions calling for study of the 
international merger probleni again were introduced 
in Congress and further hearings were held. No 
new action ■resulted from the Congressional hearings, 
however. Senator McFarland^ on discoveting that ^ 
th-e Departinent \of State no longer supported merger 
while other exebutiVe agencies and the FCC favored 
It / tooK the position that - Congress could do nothing 
until the aKecuti\/e agencies arrived at a coimnon 
policy, I 

• 

^ "In 1946 the. newly organized Telecommunications 
Coordinating Comniittee , at the suggestian of the 
Nav]^ Department, tried -to work out a Gov^ernment 
policy on merger, The Cormtiittee t^as unable to 
reach a unanintous rpcommejidatlon after thorough 
exploration of the Issues by an ad hoc suboonuni ttee . 
Tnis ad ho6 group submitted a report in December 
1946, whicn set forth the atguments of proponents 
and opponenta of merger,"!/ 

Due to pressing problems in the operation of the 
Nation's wire and radio coiranunications facilities^ 
President Harry S . ^ TrUman created the President ' s 'communl^ 
aations Policy Board on February 17, 195 0- The function 
of the Board wa'sj 

to study the present arid potential use of 
radio and wire coniniunica^ions facilities by 
govarnmental and non-governinental agencies and 
to make and present to the President evaluations 
and recommendations in, the national interest 
ooncerniiig (a) policies for the moat effective 
use of radio. frequencies by governmental and non- 
governmental users and alternative administrative 
arrangements in the Federal Governinent for the . 
sound effectuation of such policies, (b) policies 
With respect to international radio and wire 



EKLC 



coiTunuriicttionsr (c) the ralationshl^^'f government 
coininuriicatioris to non»-gove^nnient qoirpiiinicatr^ns ^ 
arid (d) such related policy niatter&"as the Bd^rd 
may determine, "2/ ' ^..^.^y \^ 

.In relation to intexnatiorial corrmuiiications policies, 
the conclusions of the B6ard raached vn March 1951 ymre as 

"1. The Go^^ernment should adopt the policy of 
inaintainiiig the strangth of the private competitive 
international comniunicat ions system. .^^r 

2/ There should be a Governinent agency charged 
with the responsibility tor implenienting this policy, 

3* Orgerit recoirmielidations ^have ^been made to 
Congress that legislation be enacted to permit 
companies in the international cabla and radio 
field to r^erge/ One of tfiese calls for a single 
company to handl© all United States domesti^;^- 
and interhat iona.1 record cominunicat ions ^ thu4 
providirig an integrated systam- V^e find no 
imperative reasons calling for an immediate 
merger of these coinpaniea; conclude, on the 
contrary I that recent ■ improvements encourage a 
^ continuation of their present independent status. 
Ivioreovsr, in our judgment/ a period of ^ partial 
rnobilization is not a good tiine to under taJce a 
reorganizatiori of these iinportant components Qf 
our cerniiiuriicQt ions syatem* Our goncLnsions in"^ 
regard to merger are based on conditions as we 
^^ow find them and can propect theni. We recognise, 
hovsfever, that the situatioii can change and that 
the "^elfate of our coitununicat ions system demands 
constant attention to the condition and stability 
of these companies* We a^"© mindful' of the strong 
convlctiari held by inforrned members of Congress- 
and others that merger is desirable., Wtt have " 
ascertained that iiiterested Governinent departments 
are divided in their vL^v^m on the subject* While 
.we believe that the national interest does not 
at this time require the repeal of e^ci sting prohibit 
tions against jnerger, we recognize that changing 
conditioiis may provide compelling reasons for a 
mer-ger later on* If so, the anticipation of - 
them-by acaequate study and legislation will be 
essential* The Jciiid of n^erger which might thus 
be indicated, as ^Blh as the timing of it/ may be 
dictated not ojily by nqrmpl economic forces, but 
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^ / oy the wisdoin df-^the Government's own policies' 
vAs-a-Vis the companies anh by technological 
/ . .. developments. Tecnnological developments may 
• in fact prove to be the conclusive factor in 
determining the future of these companies."!/ 

.Again in 1958i|9, tne Senatte Committee on Interstata 
and Foreign Commerc^ held a series of hearlngs±/to 
a^t^orize merger of ^ interhational telegraph carriers . 
This legislative propoW was introducea by Benator 
. Warren Magnuson during t>Sp 85th Congress as S. 4231 in 
Augiist 1958, and reintroduced during the 86th Congress 
m 1959. Altnough permissive merger was supported by 
most Government agencies as i^ell as the record carriers. 
It was opposed by tlie Department of Justice and labor 
-unws_.^. And., ax}XmmquBntly iAiAed to be enacted. ' 

^* Int£Mgvyynmental Committee' on . Tn tarn^ M i 

The first concentrated effort to investigate the 

^n'fSJ! Industry was undertaken 

xn on January 24 'of that year, tbi Acting SpaciaJ 

Assrstant to the President for relecomrnunications and 
S^^r^i™''' Federal Comniunications • Cornmission , wrote 
r^^^Ji ^^"-^^ °- Defenae and the Attorney 

general, proposing a Joint Study of rnternational Tele- 
conmunications. As a result of this letter, the Intra- 
g-overnmental Committae on InternatiDnal relecomniunications 
vr^m created. The Committee consisted off the Director of 
relecommunications Management, chairman of the Federal 
Commianications Comniision, Assistant Secretary of State 
f or, 3.oonomia Affairs, Assistant Sscretax^of Defense for 
Administration, and Assistant Attorney^en^-a 1 fo'r the 

^rSnf ^'^'^ Conm^ittee olganlSd a lorkiL. - 

group called tne Project Advisory Group (PAG) and in ^ 
March 1965 through. the assistance of the Department of 

av^arded to Stanford Research 
rnstitute. (SRL . SRI was to assemble the necessary infor- 
mat on concerning the past, present and probable future 
rfarformance of the industry, the. effects of technological. 

fc'IL^itt^f '"fl^S services . with tWe informft^n, 

the Committer could then form reconimendations foy the future 
international telecoiwntinipations Industly Btructure: sll 
examined th^p liKely parformance of the industry under four 
general alternative structures. The alternatives were- 



of the status quo 



. 2. merger of all international recorfl carriers Into one 
entity^ which would provide service^ ' - . 

- ^ ^ ^ -- . 

3, rtierger ai abpve, but Includinq the Western Union 

Te^graph Company i and 

4, merger ok alL intsrnatlorial operations-'^intarnational 
imootdL carriers, knd cablei, with or without COMBAT™ 
IrxtD one single interna tional carrier v?hich v^ould provide the 
imtarrtational facilities for all services (including telegrar'^ 
sJ^v^iciB SLB in aiteriiatiye 2 

cities* J 




airectly to the public in the 



summary of the SRI aualyais is found v^ithln its own 



The greateit identifiable savings through plant 
corisolicJatian and lov/er operatinq costs vould be 
fo^d in thki simultaineous merger of the inter^ 
aatipnal rec^ord darrlers ic^itH the dipm^stic record 
carrier. This would streamllQ.e the operating arrange^ 
ntents in. and near th© gateway cities, Merqlng the 
^ra^missiorl media,^ as in Alternative 4, does not 
pr^uce as niuch identifiable savings hut undoubtedly^ 
would providle Ijetter ft&D" support and improved nego-= 
tia ting ^arrahg anient s t^fith '^foreign partners* This 
carrier^'e catrier arrangement v^rould prpvide the moat 
f lexibility Ih mq,^M.genient of the international .trans^ 
misiion netwd^rk and will perniit COMSAT*' to invest a 
greater portion of its available capital, , > * 

"The abova summary suggests that the optimtini arrange^ 
mint from an econonild as w^eil as an operatl©nal view^ 
point would be to ma^ge domestiq and Interaiational 
record carriers (Alternative 3) but also to create 
an international carriars' carrier to operate all 
transmission netwrks (Alternative 4) . rhls would 
maxiffiize the plant consolidation, provide naKiinum 
economies of operating oosts and take advantage of 
,eco!i(^rhtes"^of--scsle in transmission and switching , 
It wc^uld promote the best U.S. participation in 
globa.1 network planning/ provide stronq R&D BUpport 
ff^or transmission and switching systeins and consti- 
ttite a strong position iot International neqotia- 
tions, p .5/ 
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In^January and Pebmiafy 1966, the Ijitragovernmental 
CqntfAittee held meetings with the leaders of the telecoitmiunication 
ind;ustry, labor, and SRJ; and in frprll submitted its report ^nd 
ecormnendaiions to the Senate mnd House ComiTierce Committees which 
tated* in parti . * *i * 

"..•the Cormnittee concluded that the dynamic nature 
> of .this vital ^iMustry raquires that tKe regulatory 
\ agency be given authority to take promptly such action 
\ as may be necessary to. serve the national Interest r 
meet the needs of the public and the Government for 
'^ficient and ecbnomical- telecpnimuiiications service, 
nd preserve the health 6£ the industry* No qonsensus^ 
s reached on the^ most desirable iiructure for the 
ustry', 'Which may depend upon future developments 
ana upon the initiative of the flrins involved. But 
the CoiTunittee believes 'that the FQC, which has the 
^powyr to change the industry's competitive coiiditions 
drastically by authorizing new services and approving 
or pWscribing rates, should also have the pot^rer to 
authorize necessary changes in the industry structure. . 
AtX^resent, major industry reetructrfring is prohibited 
by %h& antitrust laws and certain sections of the 
CoitmitjrTlaations hat. Therefore, the Committee recom^- 
mends^ khat the Congress now act to remove such bars 
and eha^t appropriate permissive merger legislation, 
Th% proposed biil, a dMft of which will be submitted 
shortly A would authorize the FCC t^ approve a plan 
submitted by the carriers for merger ofr any two or 
more 'record carriers , or their facilities, with or 
without COMSAT and with or without the overseas 
facllitiei of AT^T, on a finding that the public I 
interest wpuld be served thereby "£/ 



Again, the concept of permissibLe merger had been advanced 
before the Congress by means of the Coitumittee report. The draft 
legislation v?hich was to follow was not acted upon by Congress 
and major industry restructuring remainea prohibited by anti- 
trust laws and certain sections, of the CommunicationB Act, The' 
major reasons for advancing the legislation had been the concern 
over the viability. of economic health, of the record carriers in 
the light of increasing competition of voice communications and 
the Impact of - satellite communications ,7/ 

D . President's Task force on Commurilcations Policy (196.8 ) 

* 

^ The need to develop telecomnunicatlons policy teontlnued. 
and on Auguit 14, 1967^ President Lyndon Johnsom delivered 
a message to the Congress in which he announced the lappointment 
of a TasK Force on Communications Policy; ^ \ 



"I an/ 
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appointing Ol JPask. PoxGe off dis 



govetmnent officials to make a compr^ 
>£ ^qbmm^icat 
gorti^s 




lications policy, 
istio^si 



It mil 



we rnaking the best use of 

incy spectrm? 
soon will a domestic sat 
/ecQnomically feasible? 
-^Sfiould a doinei'tld satellite 
;or specialized, and should 
eystem? 

--How will these and other d 
mnd the iritpr national ^c 





guiahed 
ensive steady 
amine a ntimber 



electro-^magnetic 



ite ^iystem he 



item he general purpose 
re be mor-e than one ' 



eloprneats affect COMSAT 
icatloa carriers? 



"These ^are oomplmK ques,t^nSp. Many of them ar^ being 
presently weighed -bs^- the Federad Cominunibation® 
Commissic^. But a long, har^ l^ok muit also hm t^en 
by all pa'rties with _re_^onsi^bllt ty ^tn this area— ^or 
the ultiniafce ^aecislons will work a rewlution In the 
commuiyjeations system of our nation* 

"This Task Force will exaniine cui entire InteTOational 
communications ppeture* It should invastigat^ whether 
the present division of ownership, in cur international 
communieationB facilities best serve'i our needa^ as ^ 
well as which teohnology can meet ne# communication 
raqairantents in the most affective and, efficient manper< 



establish worKing 
rovernment experts 
and social queBti 




ups of . 
study yarioui 



"The Task Force mai 
government and TLon\ 
technical , economic 

"The Task Force should also deteffrfjine lif 
Communications Act of 19 34 and the CornMunications 
Satellite Act of 196 t require revfisioni I am asking 
the Task Forc^ to report to me from time to time and 
to make its final report within one year,'^£/ 

The Task Force Was essentially an interdepartmantal 
coitonlttee (fifteen departanents and agencies of the Federal 
Govexrmejit cooperated directly in the ef fort| , backad up 
by a recruited rtatf ana contracted private ^'Mustry studies. 

In regard to the organization of the United Statics 
international coimiunicaticns industry^ the Task Force stated 
-•of the various alternatives that have been suggested ^, forma tio 
of a single entity for Dnlted States international t^amsmisslan 
seems the most effective organising principle of th^ Industry 
for the future. "9/ . 



_ The final TaskrPorce reportswas submitted*on December 7, 
1908, after. the election of President Richard M, Nixon After 
review by "^the new adntinlstration^ aubseqiiint action was not 
taken on the industry structure proposal » 

E,, Offfice of TelecQJtOTunications Policy Industry Structure 
and Rela^ Stud lee (1975-1976 ) 

Renewed cojicern over the structure cf |he infcernational 
telecoranunieations industry and the aaaoiy^^ied regulatory 
prqcess prompted thfe Office of TqlecomiTiun A^^^rlons Policy (OTP) , 
Execiitiva Of ficig of the President^ an4 thtf Departinent of 
Coiranerea ' a ' OJf i^ce of TPelecornmunicationa, AnC^lytica^l Support 
Division/ to periPorm studies relating tp industry at^ucture,] 
The major studies referenced throughout this report ^i^clud^T 

• Bepaytinent of Cornmerce/ Office off. ^Jelecommun^aa-^ifina , 
Ana ly TSb I S uppdy t D i- v i sion ] ^ ^. ^"^"^ x 
Ana4ysis of AO'ST' i^^verseas Services I^cliiding Cosfe^ 

qi Proviaing^ Such SerHces Vita; Reguiat Idj^'^^fif^ \ ^ " 

Evaludtipn of Poa^^fble Alternative Arran#eniqnts \ 

• Guy Blagk and^A^SQciateB ^ . " ^ 
Suitmiary of the mtnmpaly and Antitrust Aspects of 
the u/S^ International Telecommunlcationi^Influstry 

• Richard Gabel 

Analysis EKisting a^d Alternative Arrangements 
for the tJ,Sp International Record CoMUnication 
Industry Inoluding an Evaluation of Thefcr Impact 
on Overa..ll Industry Perforinance ^ \ , 

• Tra^nsTO rttm ^ • Inc . ^ ' 

An Ana'dysis o€ Existing and Alternative Roles for 
the Cosn^unieationa Batellite Corporation ^^ithin 
the U*S \^ Overseas Telecomniunications Industry 

• Trahsco imrf\ Jnc . 
An Analysis of Current and Alternative Regulatory 
Procedures for the United States International 
Teleconttnunications Industry 

m ColuJfibia University y Frank P, Grad and 

Daniel ^y T^pl^f^^b ^ 
Government Regulation of international 
Telecommunications 

The various alternative structure arrangementB covered 
in these reports are reviewed in detail In Chapter V* R#gu-» 
latory and gova,tnrnenta 1 alternatives discassed in the studies 
are sximmarized In Chapter VI* Other reports 'are also refer- 
ended tfhere aupplementary information is appropriate or required. 
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CHAPTER II 



INDUSTRIAL AND TECHNOLOGrCAL DEVELOPMENT IN 
INTERNATIONAL TELBCOMMUNICATIONS 



A. I rfl^odutc t i on ' • - -a* • ' 

The U;'S. international ta Lecominunicatio|is industry 
cah be defined as encompassing those firms which provide 
'■ trafisoceanic^communicatiQns aer^ices between the continen- 
tal United States and pointa throughout the, world includ- 
ing Hawaii and U.S. offshore points. However, the U.S. 
record carriers do not serve Alaska, Canada, St. Pierre- 
' Miquelo-n/ Newf-oundland , and Mexico, This chapter . provides 
the historical development of the intiernatiojial common 
qarrier industry and, reviews the major technological 
, aevelopinpnts influencing the current 'industry arrangement. 
This present structure is inar.ked by a segregatioii of 
voice and nonvoice (record) telecomp-uni''cations in -the 
^^^aQ^stwer-serVices^^awa t - Sma-=ehe'=^SBTe^ ^ahff ' s 
dichotomy in the transmiBsion-med*ia area. 

■ , ' ' 

3. Pevelopment of Overa e as yelep honY 

American Telephone and Telegraph Company (AT&r) 
became the sole supplier of overseas telephone services for 
tile United States Mainland largely due to its position in 
the provision of domestic voi-ce service. By the time 
radio telephony made possible international voice eonmuni- 
cations in the 1920 's, AT&T h^d ' become the predomliiant 
common carrier engaged in furnishing message telephone 
and private line services in the U.S., and it was an ex- 
tension of this domestic service which made AT&T the single 
voice carrier of international telecommunications. 

1 . development of aTs t 

^ Unable to sell his patent, Alexander Graham Bell 

along with several others estatoliahed the Bell Telephone 
Company. After declining to buy the telephone patent, 
the Western Union Telegraph Company soon recognized tele- 
phony, as a competitive threat. "...[I]n 1B19 a settlement 
oetween the two was signed, leaving telephony to Bell and 
telegraphy to Western Union, ©ffecting a duopoly* in the s 
telecommunications buslnesa and formalizing the separation 

*A technically , correct definition would be a bifurcated ■ 
market (AT&r providihg telephone services and m providing 
telegraph services). - 



o£ modes,"!/ 1899, ;at&T become thm parent company of 
the Bell Systeni andf as such the virtual domes tic telephone 
moaopoly, This inonopolization was so affective that irf- 
1912 a group of independent compani'QS protested to thm 
Justice Department that AT&T was in violation, of the 
antitrust laws. This feeling cam© to the forefront because 
of AT iij?' s .successful ef Sorts in acquiring many small 
independent telephone companies wmll as the opemtlnff 
control of Western Union Telegraph Company, and bectuse 
of AT&'I'b alleged unwillingness to physically inter- 
connect its facilities with those of independents * In 
1913^ the Interstate Commerce Commlision (ICC) ^ acting 
under the conditions of the Sherman Antitrust Act^ began 
an investigation into whether or not AT&T was attempting 
to inonopolize comnlunications in thm United States. ' 

The issue was resolved by the Kingsbury Commit-^ 
ment. of 1913 in which AT&T agreed to dispose of its 
Western Union stock and operating control^ to purchase 
-n^-^vo-re in4ep^n^^nt^e^^ to make 

prompt arrangements for all other telephone companies to 
Secure toll service for their subsarlb^rs over Bell 
company lines*!/ This agreement with some modifications, 
such as the ability to acquire independent telephone 
companies with ICC approval became fformalized in the 
i/^iliis-^Graham Act of 1921, and ultimately in the Communi- 
cations Act of 1934^ Section 221(a). The telegraph^tele- 
phone separation which began in 1879 was preserved and 
* strengthened througri this action. 

2. Development of Overseas Transmission Telephony 

The invention of radio created a new pathway ior 
common carriers^ particularly telag^^phy, and it was 
developed immediately. ",,,[B]y IJIS the American 
Telephone and Telegraph -Corripany succeeded in transmitting 
speech signals from Virginia to Paris, thus showing 
radio's capacity to handle either vaice or message trans-- 
missions internationally, whereas the cables could carry 
only narrow bandwidth telegraph messages , By 1927 , AT£fT 
introduced transatlantic radio ^lephone service commer-^ 
cially, charging $75 for a three-minute call."!/ This 
transoceanic telephony service was $o successful that by 
the late 1940 's and the post World War XI expansion it 
became apparent .that better quality and higher numbers of 
circuits were needed for overseas service. 




On the t'^ahnical slde^ the development of the 
two major^pathwai/^^ ot modern overseaa tel^aorfimunlcations, 
the voice-fr^d®' catola and the . communications satellite, 
w^as^ accomplished in the 1950-60 's. iFor discussion of 
satellite tmhnol^^f^ see Section D,) In 1956, AT&T and 
the British POTt Office laid the first tiransbceanic 
voice-^grade oaM^ batween Scotland and Nova Scotia capable 
of tra^nsmittlng thirty^six ^simultaneous t^lephonf conver- 
sations ^^^t®^^ accommodating demand/i demand for 
telephoriy gxmr ^at v^rv high perc^tiage^ creating a need 
for additional mfi&i lairger cable syatems* The advances of 
wice-"Cable tachnolo^gy is represented - in ©ach generation? 
the current tran^ptlamtic TAT^S cabl© system consisting of 
4? 000 voice-^grad^ ci^quits is an axample* In summary^ AT&T 
is the sole comi^n carrier providing 'U * S * mainland oYerseas 
message and lea^ife telephony. Table provides a ten-ye^r 

atomiary of ATST^® overseas revenues and its growth through 
1975, ' ^ 



C* Development of pverseas Record Service 



^ Samuel F^B* HotBB sent the first telegraph message 
•'What hath Cod wrought," between Washington and Baltimore 
on Ma/ 24, 1644. Mors^e offered his telegraph to the 
government for $10 0^000^ but the Postmaster General re- 
fused the offer ©iiia© it was" "uncertain that the revenues 
could be made equal to its eKpenditures ^ Telegraph 
was thus destineql to toe developed^ '*as m private # rather 
than goverr^mentalL ^ ©nfcerprise, the consequences of which 
very mucn affect tiia Industry and the governmental control 
over it even today, 

1 p Davelopw.ent' o f the I nternationa ^ -Record 
- Industr^^/g^rly^ C Tachnoiog y 

"Th^ ^utoaequ^nt growth of the telegraph industry 
was very rapid* Fifty companies were usingi Morse tele-^ 
graph. patents by 1851 ^ the year in which the Western 
Union Telegrajph Cornpany was chartered. As telegraphy" 
represented the fijfst practical application of electricity, 
so Western Union, uo-oxi to dominate the i^dliistry , would 
become the first Mtionwide monopoly . "fi.^ Wfith the develops 
ment of undars^^^i ca^ie techology^ telagraphy became a 
means for interaatiTOal teleconraunicatlonis * in 1866/ the 
Brltish--cdntrDlX^d ftinglo American Telegraphy Company aided 
by an Americ^n^ Cyrus Field, laid the fir^t permanent 
operating unde^^aas *Gable eKtending from Ireland to 
Newfoundland Wast^arn Union entered the sphere of cable 
and overseas Op^^if^tions when it leased theu first American 
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AT^T Report pursuant to Saction '43 , 61 of 
federal Conmunications Conmisslon Rul^s 



owned transatlantic caoles financed by American- Teleg;p^aph-^ 
and Cabit Coxnpany in 1881 and^l882./ These and subsequent 
cable vantures led to fierce' Gottipetition with the charges 
for public message servicaa fklliftg from $100 to $10 for 
20 wordlav ^or 50 centos a word,£/ 

■ ' i. 

wiohn MacKay ar^d J. G, Bennett formed the 
Commercial Cable Company mnd built an additional cable 
between Iceland and Newfoundland in 1884. This -new ' 
Company, however, lacked landline connections and service^ 
in the V^B. £o^ its transoceanic service. Commercial^ ^ 
faced with a choice between building its own domestic 
telegraph^ystem or paying a highly prohibitive price to i| 
Western Oaion for interconnection^ chpse the former cou^sJ: 
of action and acquired the -Postal Telegraph System for. 
domestic aarvice in 1897*£/ These types of international ^^'^^ 
arrangfimaat^ for telegraph eKisted for approximately 20 
years until the coming of radio telegraphy in 1920. 

2 . M 3A9 ^nd the Peveloprnent of In ternatio^^al 
Kecord industry 

'*^ir^™-^irhir - r T - - - - _____ — __ ._ - - . -. 



e commercial development of radiotelegraph 
began shortiy after 1895, ^hen Marconi first demonstrated 
that intelligible electrical signals could be transmitted 
tnrodgh ^pae© without the aid of connecting wires. "M/ 
Until the c^rganiaation of American controlled companies, 
all conm©rolai wireless communications in the U.S. were 
carried on by the American Marconi Company, which was 
controlled by Marconi Wireless Telegraph Company^ Ltd. 
(B^^ish Marconi). However, "Until World War I , , . , trans-' 
oceanic raCio communication was for the most part unsuc- 
cessful b^oause of the lack -of efficient trmsmitting and 
receiving equipment.., thus radio communication companies 
confined feh^ir operations primarily to ship--to=shore 
service, ''44^ It was World War I which spurred the develops 
inent of ra^io. The Governmant control over the patents of 
the Alexamcltrson alternator and the DeForest tube offered 
the solution of efficiently gaherating and receiving 
continuous alectrical v^avea.ii/ Thus^ the age of interna^ 
national tedio Communications had begun, 

Th# Radio Corporation of America was incorporated 
in 1919 m. outgrowth of the patent controversy and the 
U.S. Gov^^mTOnt's desire that U.S. radio comniunications 
should bB mid^r U.s; control. Prior to the development 
of RCA, th^ aritisii Marconi Company (foreign owned) had 
sought to pwchas©' the patent rights of the GErdeveloped 
Alex^id^rson alternator but with its incorporation, RCA 



/had obtained these rights, By 1920, RCA had established 
direct radio telegraph circuits between major overseas/ 
.'pQintfs, and by the mid-1920 'Sr appeared as formidable 
competition to the cable telegraph carriers. 
' y ^ ' 

: ' " , . Competition between cable and radio wa& 
/ considered very important (and endouraged) during the 
. 1920's*M/ In establiahing the Federal Radio Commission, 
the R|dio Act of 1927 and . later the Communications Act of 
19 34.^ ::Congress even eKhibited a protective attitude ' towajfd 
radio:W In 1927, MacKay, a holding corporation for ^ 
Commercial Cable and Postal Telegraphy companies, proposed 
to entet the. interriational radio communications field * 
with a coordinated system using both'ra^io and cable. 
MacKay argued that ^because RCA faced no competition within 
radio itself, approval of their application would provide 
competition to RCA and prevent monopoly. With today's 
hindsigiit, it is clear that having granted Mackay , now ITT 
-worldcomy the oppprtunity to take advantage of the new 
radio technology - saved that company from bankruptcy;. 
RCA subsequently offered service ^tover both cable and HP 
radio, faeilitiesv and is presently know^ as RCA Glqbcom, 

Finally iv Wes^tern Union Teledfraph, facing cfompeti- 
tion domestically from Postal Telegraph and internationally 
from the radio carriers, was in poor financial standing. 
By 1943/ Congress enacted merger legislation to permit 
Western Unipn to acquire Postal, which^ itself was/ almost 
bankrupt. This consolidation had a direct bearing on 
International commuhications because WU was required to 
divest itserlf of all international telegraph operations 
and facilities. This sale of Western Union's^able 
; :^gperations was completed Western Union inter- 

.ninational (WUl) , an entirely 'independent corporation, pUr-^ 
u% chased the operations and became, the "new-*^ international 
M record common carrier . \ _ , 

3 * International Recced Industry - Today % 

The three 'major international record carriers 
(XRC's) by volume of business and revenues are ITT World 
■' Conimunications , IjQC. RCA Global Coimunications , Inc^'/^nd 
"Western Union International, Inc» The 'remaining record" 
carriers consist of THT Telecommunications, Inc. (TRT) , 

' Frerich/Telegranh Cable Company (FTC) , and the U, S ..-Liberia 

Ra4i'o Corporation (USLH);,-vs'Both FTC and USLR are verv 
_ small carriers estabrished In 1879 gmd 1913 respectively . 
^ to serve particular communications needs'., TRT has become 

^ ' . • • • ' • . = ■ ■ ' 
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the fourth largest international common carrier, expanding 
operaW.ons In 1972 to. points outside its traditional market 
areas^f Central and South America. » 

The principal IRC services include i telegraph 
message services, telex (switched teletype), leased 
telegraph, leased alternate-voice data (AVD) , facsimile, 
data television transmission and reception services, and 
radloi-coastal telegraph service. Prior to the inld-1960'8 
the principal component of IRC revenues had been telegranh 
message service. Today the industry achieves nearly 60% 
of its total revenues from telex service (1975). ' 

Today, the IRC's long-haul transmission to various 
overseas destinations Is provided by submarine cable and 
communications satellites. Radio has been relegated to v 
the provision of mobile services. The -telegraph cables 
described earlier have been replaced by the voice-cable 
technology developed by AT&T. Through an FCC ruling, the 
IRC 8 have the opportunity to buy ownership shares In 
these cables based on each carrier ' s present and forecasted 
circuit utillzatipn. Although their control on future 
facilities planning, development; and Investment was ' 
sharply curtailed and left very much dependent on AT&T, 
the IRC's have gained a guaranteed share in AT&T's tech- 
nology which very importantly -is Included in their 
respective rate bases. 16/ ' 

Figures for IRC total industry revenues are growth 
are presented in Table II-2. 

The Creation of COMSAT r 

, Congress created the Communications Satellite 
Corporation, by the Communications Satellite Act of 1962. 
The corporate structure of COMSAT is best described as a 
compromise between private industry and government entity 
forces. The legislation segregated .ownership , and operation 
of satellite communications from that of cable. "Thus, > 
the Act followed a pattern of fragmentation within the 
U.S. telecommunications Industry that had a venerable 
History. "17/ 

1 . The Organisation of COMSAT 

a. ; Internal Organization " .. 

The 19 62 Satellite Act assigns special 
and unique missions to the corporation which includes ' 



17 



TABLE II-2 . : , 

REVENUES from' OVERSBAS RECORD COMMUNICATIONS SERVICE^ 
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$ 3.7 


1955 


'46,6 


1.2 




4.8 


1957 


50. 3 


2.8 




6.0 


1959 " 


— ^ 55,0 


' \ ' . 5. -4 




8.4 


imi 


\57.l 


10.0 




8.6 


^1963 


96.3 ' 


13.7 




12,1 


1965 


50.6 


21.3 




20,2 


1967 

Jb ^ \J f 


49,8 


33. 7 




31.3 


1969 


53.8 


.55.9 




45,4 


1971 


49.2 


, 72 .5 




52.0 


1972 


44. 8 


88.3 




57.7 


1973 


47,6. 


115.0 




62.8 


1974 


52.3 


142.7 




64.1 


1975 


42.5 


163.4 




69.2 



SOURCE! FCC Statistics of Conmunications Comnon 
CarrlerB,, Table 25, 1975 
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"...to establish.;, .as expeditiously 
as practicable a aonmarelai' communi- ' - 

eatidnf sateMite system, aS part of an ./ 
: improved global conmiunlcations network. , . 

(Sec. 102 CaT)^ ' 
" . / . ' ■ " ' * 

' : =. "To direct care and attention 'toward ' ' " 
' providing such services to econoinically 
' iQSs , developed countries, and areas../' 

^ . ' (Sec.a02(b))i and ; 

"To reflect 'the benefits^of 'this new 
• technology in both quality, of services 
'. ' and charges for such services.' . 

(See." 102'(b)) . -s 

"Without any commitment of support from 
other entities, domeptic or foreign, 
COMSAT was required to develop the 
"satellite system. "18/ • 

* ; Parall^el development of medium altitude and 
synahronous systems was contemplated since.it was riot 
apparent at that time which sj-stem would be dfesirable. Thus, 

investment for the ^new company i^as approximated ' 
at 9200 million and as a consequence, in May 1964, there was 
a stock offering of 10 million shares at $20 per share. (The 
subsequent decision to use a synchronous system resulted in 
COMSAT'S overcapitalization.)- The intdrnational common 
carriers weie alloWed undfer the Act to purchase 50% of the 
total sharesV offered! ATST purchasing 29%, ITT 11%, and the 
remaining 10% spread among various other carriers'. The . 
remaining' 50%. of th& shares was acquired by approKimately 
, 1.30, 000 members of the general public. Since that time, the ' 
I.^'s and AT&T have divested their stock ownership, in an 
initial two-year period, COMSAT had established ItseW, had . 
capitalized, and had undertaken its mandate to del^elop a 
global satellite system. 

COteAT 'GENERAL,, a wholly-owned COMSAT subsidiary,- : 
was organized in 1973 to carry out certain corporate programs 
which were not a part of INTELSAT. The two major programs' 
of COMSAT GENERAL in the international arena are the ship- 
board communications system, MARISAT, and the aircraft 
communications system, AEROSAT. 

• h, Intdrnationai Arrangements ^ ' 

■ On August 20, 1964, the Agreement Establishing 
Interim Arrangements -for a Global Commercial Communications . 
System was signed by 11 signatory countries, growing to 45 
hy mid-1965. ; 



"The interim ar^angeinents addrassed pnly 
the; space segment, which includes the ■ 
comnunications satellites, .the tracking, 
telemetry, eonmiand/ and related facilities 
and equipment required to support /the \ 
bperation of the cSnmmunicattons satellites . 
, During the term of the interim arr^anqements, 
, , . (each signatory) .financed and owned 
the space segment of the global Batell^te 
system. COMSAT*s or iglnai ownership share 
in INTELSAT was 61%. COMSAT wae designated 
to act as the Manager of INTfiLSAT under 
the interim arrarJgements . In that capa- 
city, COMSAT was responsible for the 
research, design, development, cons true- 
tion^ establishment and operation and 
maintenance of the space segment of the 
global satellite system. "19/ 

After considerable international negotiation 

^*the definitive arrangements became 
effective February 12, 1373. Like the 
Interim arrangements, they are composed 
of two separate but related international 
agreements. The first — 'Agreement, 
Relating to the International Telecommuni-- 
cations Satellite Organisation (INTELSAT) ' 
(the 'Agreement') is between and among . 
governments. The' second , 'Operating 
Agreement Relating to the International^ 
Telecbmmunicatiohs Satellite Organization 
(INTELSAT) ' (the 'Operating Agreement',) — \ 
is between and among the actual investors ' 
and participants in INTfiLSAT, w^lch may 
be either the government's par^y to the 
Agreement or telecbmnunicatioris /entities, 
public or private, designated by these 
governments.^ COMSAT was designated as 
the U.S. Signatory for the Operating 
A'^reement. v ' 

"The^def initive arrangements create a 
striicture for INTELSAT consisting of i 
(l)l^an:Assembly of Parties? (2) a 
Mee€ing of. Signatories; (3) the Board 
of Governors I and (4) an executive organ 
resppnsible to the Board ofi Governors. 
, The basic province faf^ INTELSAT continues 
to be the space segment, and the financial ■ 
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' . . ' . arranganents continue much as they ' 
. ; ' were under the ''interim arrangements. 

A major exoeption is that a mechanism 
■ is included to Insure that investment 
. ; / will be more closely related to actual 

■ ' ■ uge through annual adjustments. "20/ 

- - while^COMSAT's ownership share is still the 
largest of any other user, it has now dropped to near the 
281 level. . , 

• ■ » . ' 

COMSAT still provides technical and ^eratioiiftl 
management services under the terms of a Management Services 
Contract for the period from August 1, 1974 to. February 11, 
1979, However, effective December 31, 1976, , 

"The 'birector General will, become 
, directly responsible to the Board " 
pf Governors for the performarice of 
all management functions, (and) [a]s. 
' a consequence, the Management Services 

Contractor (COMSA*) will no /longer be 
directly responsible' to thef Board of 
^Governors, but will be responsible to 
. . the. Board thrpugh the Director General. "21/ 

"COMSAT is compensated for its services 
. ' ' at $SOb,000 per year plus 141 return on 

capital employ6d in these serf'vices. 
Aftet t^e expiration of , the management 
servfees contract in 1979, the Director 
.. : . peneral will contract with one or more 

entities -for these technical and opera- 
tional services to the •maximum extent 
practicable.' Thus,' there is no assur- 
ance that after February 1979 COMSAT *, 
will have any special role in INTELSAT' ' 
V different from that of other Signatories. "2 2/ 

2. Development of Satellite Technology 

'The Early Bird synchronous satellite, similar to 
the earlier Syncom spaqecraft developed by NASA, began to 
supply the world's. first commercial satellite service in 
June 196S. The 240 voice-grade circuit capacity of this 
satellite, launched by a fi'OD-deVeloped .vehicle, - increased 
by mor^- than 50% the then existing total telephone capacity^ 
across the Atlantic. The next satellite series, INTELSAT II, 
incorporated a Inultiple-aGceBs approach and provided the 
first Atlantic and Pacific Oceans region coverage starting 
in 1966 . 23/ , ' 



/ Thi third generation of sat^Hitas, INTEISAT III, 
began operations dn late 1968, and in early 1969 became the 
first satellite to provide service to the Indian Ocean region 
and rtherebir completed the initial global coverage contem- 
plated ^yth& Satellite Act. "2^ 

/ . ;^ Currently, iNTELSAT IV and IV-^A .Bateljites provide 
service *in the system. This latter generation of satellites, 
is a modified/ h^her capacity version ibf the INTELSAT IV 
series, with a nominal capacity of approximataly 6,000 
circuits and a design life of seven years* . The current 
global network o£i iNTELSAT is built around eight satellites 
^ovar the three oce^n basins serving 150 fearth stations in 
over 80 countries. 

Wj tjh t he Introduction of satellite technology, the 
intetnatidnST^^ice arid* record carriers could provide direct 
seryice to routes previously not eerved by dable systema^ 
and on a majority of routes provide © transmission choice 
between cables and satellites, GOMSAT's role in providing 
international service is limited to that of a carrie^p's 
carrier through the leasing only off their satellite circuitry 
to AT6iT and the IRC'sf i^e., a wholesaling function. During 
1975, COMSAT received 9130M from these common, carriers. It 
is important to realize that the amount of revenues COMSAT 
obtains is directly dependent on the U*S> carriers^' utili-^ 
zation of circuitry which is: Itsalf markedly influenced by 
fee policy on cable/satellite utilisation* These issues 
and inter-relationships are discussed in detail later In 
this report* 
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• ' CHAPTER 

CURRENT REGyLATORY AND OVERSIGHT ENVIRONMENT . 

' " ' , ■ ■ • ■ ' . ' ■ ■ , , , ■ ■ 

This chapter summaifiaes the statutory background 

conimunications, industry and 
iqentifies the U.S', Governnient agencies charged with the 
comprehensive oversight 'of the industry. The regulatory 
process itself, and specifically the interpretation of the' 
law which has evolved, is exainined to provide a complete 
picture of the indust.ry and its regulation;, interestingly, 
^J^L ^^*f^*°^^ concerned wdth the regulation 

of the international teleconmunioatiohB ii^dustry, . 

B, Statutory Background . 
^ ■ - Z- ■ . ' ■ 
In the 1910-20 period, telephohfe and telegraph 
•s'ervices in the United States were .brought under the regu- 
lation of the Interstate Commerce Commission as public 
utilities. 1/ In . the eariy. era of international telecommuni- 
cations, two important pieces of 4 legislation were adopted,^ 
^^^^e^andLng License Act of 1921 and „the Radio 'Act of- 

The Cable Landing License Act of 1921 (also known as 
the Kellogg Act) established the-iicense requirements for 
the landing and operation of any submarine cable connecting 
the United States with any foreign country, specifically " 
giving this licensing authority to the President. 2/ ^in 
1954, this Presidential function was delegated to~the FCC, 
with the State Department reserving the right of prior 
approval for decisions on license grants or revocations. 3/ 

The. Radio Act of 1'9 27, later incorporated into the 
Commuyiicat ions Act of 1934,' established Government regu- 
lation over all uses of the radio spectrum.* 'in the field ' 
of International telecommunications, the 1927 Act pro- 
hibited the merg-ar of radio carriers with cable carriers, * 
if the purpose or effect of such merger was to. substantially 
lessen competition. In this singular way, the Congress had 
ereated a policy of encouraging'" competition between the two 
teehnolpgies of that time, radio and cable, £/ ' 

*The Faaeral Radio Commission/ predecessor to the FCC, was 
oraated to administsr the Aat of 1927/ but a wide tange of 
Gov^ernment agencies was involved in the regulation of 
communicatione p 



The Radio Act soon proved inadequate r partly becauae 
of its limited |aope# lack' of personnel,. Congressional 
support^ and foreign resiBtance to the concept of competition. 
President Prank|in Roosevelt appointed' an interdepartonental 
conunittee to'rrfifiew the entire subjeot of radio and communi- 
cations, and tliiti proposal made by this group fornied the basis 
for the: creatibh of the FCC in the CommunicatioriB Act of 
1934.5/ ' . . . 

. The Act df a93'4 set out certain broad policy goals which 
.includes ^ * \ ' s ■ 

"For the purpose of regulating interstate arid 
foreign conmerce in corwnunioat ion ancl radio 

so as to make available# so far as possible^ to all 
the people of the United States,a rapid^ effieient, 
Nation-wide> and world-wide wire and radio communi- 
cation service with adequate facilities at reasonable , 
charges^ for the purpose of the national defanse# for 
the purpose of promoting safety of life and property , 
through the Use of wire and radio aoranuniQation^ and 
for th^ purpose of securing a more effective e^^^^tion 
of this policy by centralizing authority heretofore 
granted by law to several agencies and by granting 
additional authority t with reepeat to interstate and^ 
foreigri cbmmerce in wire and raditi communioatlon. * .6/ 

While this leglslatlQn did little to altar the inter- 
national telecomnunications indugtryr^:Xcept to provide for * 
a mote fonnal supervision/ the ■amendment; to the Act during \ - 
World War II was meaningful in both a structural and ragu-^ 
latory sense. T^his 1943 amen&nent legislation (Section 222) 
was expressly written to j provide for the merger of the * 
domestic tielegraph carriers^ Western, Union Telegraph^ Company 
and. Postal Telegraph Company . The creation of a monopoly . 
in the domestic arena, neeessita ted some discussion in the 
Act for, the Interface with the international carriers and 
definitions of each type of carriers V services and opera-- 
tions. Ironieally^ Section 222 became a principal, section 
of the Act which specifically addreeseB^ internatiojial 
telecomnunicatlons, \ It provides for the sKlt of Western 
Union from international communications, the establishment 
of a distribution formula for unrouted record telegrama and 
a "gateway" cities concept which remains even today * The 
gateway cities concept limits the IRC 'a to the pickup and 
delivery of overseas messages in one of the fiv© U.S; 
gateway cities; , 

. The most recent legislation affecting international 
telecoranunlcations is the Communicatiohs SateHite Act of ' , 
.1962. As previously discussed > the. Act declared the U.s, 



policy of establishing in oon junction a^a^Trooperationw 
other countries, a global commercial comrnuniaations 
satellite lystem {known today as INTELS:at) . The Act deals 
speGifically with the regulation of the U,S; satellite entity 
(COMSAT) ^ and defems COfiSAT a coiranon carrier, subject to the 
_ applicable provisions o£ the CoiWiuniGatiGina Act gf 1934 and 
speqlal additional regulatory provisions. The^statute divides 
functions among the President^ FCC, |he State Department, and 
for technical matters, NASA,?/ Howa^^er, thi Question of 
earth station ownership was effectively sidestepped In the 
Act: 

. . , ' ' " . , ■ ; , ' ./^ ^ 

"1^ determining the , public interest , convenience, . ' 
_ «nd necessity the Cominis 

aonstruotion and operation of such stations by ' 
' conmunications common carriers or the Gorporation, 

without preference to either, "§/ ■ ' 

■ C« Regulatory Process ■ 

• The FCC was eatablished by the 1934 Comfttunicatldns ^ct 
as the U.S. governmental body responsible for the regu- ' 
lation of both domestic and International telecommunications 
service. Ih^ di scharging its duties, thte FCC plays a major 
.role in facility approval and the rate-determlnatiori process, 
and shapes the industry through its various regulatory 
rulings and Interpretations of the 193,4 and 1962 Acts. . 
Listed below are a number of significant decisions which 
highlight the regulatory process for the international 
communication .industry since 'the Radio Act of 1927. 

1. Eatly Regulatory Efforts (192 8--1953)| ./ 

a. * Dual Circuit Policy (1928) , 

In applying this policy, duplicate parallel 
circuits between the United States and most of the impor- 
tant countries in, the world were authoriaed to two or more 

_ radio carriers- with the' Intention of obtaininf for the 

" public the benefits of competitive service ,' 

b. Oslo C^se (193S) ' , 

This case established the ground rules under 
which approval could be secured for proposed new radio 
^circuits.' If facilities consisted of cable circuits only, 
a new radio circuit could be approved. If both cable and 
radio already eKisted, ,a new radio circuit 'could be author- 
ized if rate reductions resulted. 
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a, Lioense Coriditioning (1942); 

- . This policy incorporated the requirernents of 
the .1935 RCA Consent Decree b^annirig eKclusive contracte as 
a basic part of the licensing process • in shorty a carrier's 
opferating agreement with foreign entities could not produce . 
a preference or tend to create a monopoly of coinmunicatlons 

; services*/ " 

' <\.... ' ■- . "• . " ■ 

' ■ . d. Three eircuits Case .(1946-1953) , 

'In 1946^ the Three ^ Circuits case devaloped in 
which the court r in gCC v. RdA Co. , 346 U.S^ 86^ 98 (19B3) / 
ovarturped m ECC ruling that would have provided for the 
:y authorisation. of service in competition with another 

carrier - s #3Cisting service. The court maintained that the 
CortDnunicationB Act did not require the authpriaatiqn ^f / ^ 
coinpetitive facilities unless the FCC finds that '^competition 
would s#rve soirte beneficial purpose^" such as good serviae 
or its improyement,. Subsequently 1 the FCC issued a decision 
establiahlng the poli% that competition is desirable if it 
will serve soma Public benefits and therefore be per-^ 

mitted where feSsible. 10/ - 

2* ^^-4 Case (1964) ; ; 

In the TAT-4 case, the FCC refused authority for / 
AT&T to provide additional alternate voice data service^ 
and the exclusive service rights were givea. to the inter- 
national reooM carriers* The 4iecision^ also provided for ^ 
ownership rights for th^ I EC's in TAT-4 and future sub^^ 
marine cable systemr as pppoaed to a leasing arrangerneftt 
which previously applied, impbartaiiitly , Investments in 
Bubmarine cables were now elements off the irC's rate base, 

^ 3v Authoria^ed User (1966) \ 

The FCC rule4 in the .Authorised User decision that 

.COMSAT is primarily a carrier's carrier, and that in 
ordinary circumstances only terrestrial carriers could pro^ 
vide satellite service to ^cpnsmners (through COMSAT) ,. ^ - 
COMSAT therefore could provide: direct service to authorig^d 
users only in unique or exceptional circumstance^g , : This 
decisio^i immediately became a subject of controlfersy si^oe 
Sectibn 305(b) (4) of the 1962 Satellite Act authorlaed> \ 
COMSAT tO| "contract with authorised users, including the 
U*S. Government, for the services of the comnunlcatlons 
satellite system." < 
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4. ^kli^ty 'circuits Case (1967) ^ , ' ' \ ; - 

C^m^*I ^as denied, authority to provide. 30 private 
line cltQuit^ Gi^ectly.to a Gus€bmer, the pepartment of - 
DmSenmev tit\ thii deQliionr which was in effect a reconsi- ' 
deration Author ifeed User, the retail carriers were 
:, ordered ^^efl^ct In their rates for ^service any economies 
made ^va^jatie to; them through the le^se of satellite^ 
circuits frQiri COMSAT* While there appeared to be a specific 
lack of te^^^'d Section 305 of the Act- in ^ the identlfl- , 

cation Ojf Autl^drlzed users, anothe^^ section became prominent/ 
. CbmpositQ ^f^te^ reflecting both cable- and satellite facil- 
ities reauJ-ted from this case. Section 201(c)(5) of the A% 
1962 Ac^t ^t^tea that the FCC shall "prescribe such account- '^-^ 
' ing re^uigtiprig and systems and engage in such ratemaklng 
^^o^^^^^^s .^B >?ill Insure that any economies made possible 
iDy a ooipinu^io^tione satellite system are appropriately re-^ 
flectad in ^at^s for public communication servlg,es * " 

5^ yij-gi ji Islands Cable/Puerto Rico Earth Statiofl 

C^^cti^rent applications, for both submarine cable 
and earth station cdnetcuction to Ruerto Rico/Vlrg^n 
Islands Vef^ ^uthorlEed as being favorabl^ to the public 
interest, convenience, and necessity . The traffic demand 
studies Us^d m demonstrate the need for both facilities 
subsequent j? proved to be Inflated in the years that 
follpwed ^tant. The PCC indicated that advantages In 
aiversity ^n^ spare capacity, and the U . s , coimiltment to a_ ^ 
global seit^llite system, showed that- both satellite and 
cabl^ sho\iJfl used concurrently when additional facilities' 
are irequi:^^d\ Thla was the first case where "proportional ^ 
, fill" of ^^bie and '^satellite circuits was ordered. - / 

6, ^^T^^g ^ase _(1968) > - / . ^ / 

/' I'p^ fCc Authorized a fifth transatlantic cable , 

but at th^ s^itie time required specific proportional, fill ^ 
^ / of cables ^ng satellites between the U.S. aftd participating 
cbuntrles, ^h^ FCC also attached 25%, 15%/ and 10% rate 
reductions telephone, te^ex, and telegraph' respectively 

to its^ut:iiO:ti^^tion of the cable. "These FCC conditions. 
repressjitQd th^ first (and only) instance of FCC directly 
telling fo^algn correspondents how to conduct their business. "11/ 

. 7, . Dafeft ptone Order (1976) \ 

' ' ' . I ■ ^ ' . ' ' ' ■ ! 

The fCC found that the entry of ATs^T into the inter- 
national avfitc^ed-data market would be in the public Inter- ' 
est^ provlcl^^ that such service was transmitted over AT&t*« 
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eKisting message telephone service (MTS) network. In doihg 
so, the Conwjission required that AT&T provide the IRC's 
-interconnection with the domestic telephone network so 
that they could also offer convenient switched-data services 
higher than 50 baud. IRC litigation and ^the difficulties 
encountered in arranqing for Interconnection have delayed ,^ 
this service, 12/ - ^ 

8, Authorization of New Entrants (1977) I 

. / ~ A 

During 1976 two domestic carriers^ Graphnet 
Communications^ Inc. and Telenet Communications Corporation^ 
filed for FCC authority to ^provide new data services inter- 
nationality, Graphnet sought authority to extend its domestic 
facsimile network to international points, and Telenet scjught 
to extend its domestic packet-switched data network to the 
United Kingdom. 13/ The Commission concluded that both appli- 
cations should be granted as they would provide users with 
. the kind of data communications capabilities which were not 
being provided by the IRC's on a cost effective manner. 
Moreover^ the Coimnission determined that public benefits 
accrued would offset any potential adverse economic impact 
on the IRC's, 



In addition, the FCC ruled that Graptmet and Tele- 
net did not fair within the definition of "international 
carriers" since their domestic revenues would fiontinue to 
exceed the new revenues from their internation^ services. 
Therefore^ the geographical limitations of Section 222 were 
not applicable to these two carriers. At the present time^ 
it has been necessary for the specialiied carriers to 
provide their services in conjunction with the IRC's. 

D. Executive Role 

While the FCC is the regulatory body responsible for 
international telecommunications, there are various other 
U.S.^ Government agencies concerned with international 
telecommunications. This list includes the Office of 
Telecommunications Policy (OTP) ^ the Department of State, 
the Comnerce Department * a Of f ice of Telecommunications , and 
a variety of others including the Department of Defense 
and NASA who have very unique interests in international 
^teleconmiunications including launch functions and space 
technology assessment. The FCC, as an independent regu^ 
latory agepcy is responsible to Congress, while the Qther 
agencies listed above have a primary responsibility to the 
President* This section of the report describes the main 
agencies and offices involved with and contributing to 
international telecommunications, 
♦ 

To list the former outdated agencies, the Board of War 
Communication, President Truman's Office of Teleconmiunications 
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Adviser, the Office of Defense Mobilization, and the Office 
of Teleconmunications, Management, illustrates that there 
has always been a need for advice to the President on tele- 
conmunications policy .14 / 

The Office of Telecommunications Policy is one current 
executive office concerned with international telecommuni- 
cations as set forth in Executive Order 11556 of September 
9,. 1970. These responsibilities includes 

"(a) Serve as the President's principal adviser on 
telecoiranunications . 

"(b) Develop and set forth plans, policies, and ' 
programs with respect to telecommunications that 
will promote the public interest, support national 
• security, sustain and contribute to the full develop- 
ment, of the economy and world .trade, strengthen the 
position and serve the best interests of the United 
States in negotiations with foreign nations, and 
promote effective and inhovative use' of telecommuni- 
cations technology, resources, and services.... 



" (c) Assure that the executive branch views are 
ef fp.ctively presented to the Congress and the Federal 
Conmiu'nications Commission on telecommunications policv 
matters. r j 

" (d) Coordinate those interdepartmental and national 
activities which are conducted in preparation for- 
U.S. partlclpatioB^in international telecoiranunications 
conferences and negotiations, and provide to the 
Secretary of State advice and assistance with respect 
to teleconmunicationa in^^support-of the Secretary's 
responsibilities for the conduct of foreign affairs. 

" le) Coordinate the , telecommunications activities 
of the executive branch and formulate policies and 
standards therefor, including' but not limited to 
considerations of interoperability, privacy, security, 
spectrum use and emergency readiness. 
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" (i) Develop, in cooperation with the Federal 
Communications Commiision, a comprehensive long-range 
plan for improved managament of all electromagnetic 
specttum resources. 

"(j) Conduct and coordinate economic # technical, 
and systems analyses of teleconmiunications policies, 
activities/ and opportunities in support of assigned 
responsibilities » 

" (k) Conduct studies and analyses to evaluate thfe 
impact of the convergence of computer and communica^ 
tions technologies, and recommend needed actions to 
the President and to the departments and agencies." 

In addition, OTP is charged with the Presidential 
functions incorporated in the 1962 Satellite Act by 
Executive Order No. 1119/1 of January 1965* These duties ' 
include a continuous review of all development and oper^ 
ational phases of a global satellite system. 



Certain support functions for OTP,, namely research 
and analysis, are performed by the Office of Telecommuni"- 
cations^ Department of Commerce. 

Of the other executive agencies mentioned with inter- 
national coiranun4cations roles i the Department of State, 
through its Office of International Communications Policy^ 
exercises functions which are directly related to its 
generai obligations in the foreign policy and foreign re^ 
lations fields. The State Department has* also been dele- 
_ ..^iLted= the^Pj^eB^idential— foreig functions es tab - 

lished in the 1962 Satellite Act, and the cable landing 
license. powers of the 1921 Act, 

Another major^ involvement of the State Department is 
its^ participation in the International Telecommunications 
Union (ITU) and the technical units of ITU, such as the 

International Telegraph and Telephone Consultative Committee 
(CCITT) and the international Radio donsultative Committee 
. (CCIR) . The work of ITU and the State Departoie^nt ' s role 
in it are not primarily foreign policy oriented but merely 
involve technical considerations and technical arrangements 
to enable worldwide teleconununications to f unction. 1^/ 
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CHAPTER IV 



CURRENT PROBLEMS WITHIN THE PRESENT 
INSTITUTIONAL ARRANGEMENTS 



A. Introductlori 

Before Reviewing 'the various alternatives to the U.S. 
international telecoiranunications industry structure 
presented in Chapter it is useful for the reader to 
gain an understanding of the current problems which enist 
under the present institutional arrangements. 

The problems are grouped into the two main categories 
of inarket--related and policy-related problems. It should 
be noted that some of the following -problems may be more 
perceived than real by various writers - 

No attempt has been made to limit the discussion to 
problems which may be solvable only through changes in 
the industry structure. Such a selection process is 
dl^ flwlt^to perform s ince most of the problems described 
can be resolved through a combination of actions includ- 
ing regulatory reform and new legislation. 

B. . Market-Related Problems 

Market-related problems are divided into two sub- 
categories: rate base and rate structure issues. 



1. Rate Base Regulation 

The international common carriers, like the 
domestic carriers, are subject to rate base regulation. 
The standard, rate base methodology entails setting a 
firm's total revenue requirements equal to the sum of all 
allowable operating and capital costs. When the appro- 
priate rate base is capital investment, this relation- 
ship may^ be represented by the followii^g equation i 




RR ^ 9 + T + (v d) r 



where i 



RR 
0 



revenue requirements 

operating costs (wages, salaries 

maintenance , depreciation , 

advertising, etc..) 

federal, state and local taxes 



T 
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"Theia .revenue requirements determine an overall 
rate level for the firm. After each rate level 
is determined, a particular rate structure must 
also be determined. Rate structure refers to 
the relationships between the tariffs for the 
various classes, of service and, where appro- 
; priate, to the relationships between the tariffs 
for particular routes or geographic regions. "i/ 

__ ^- 

There are three major problems normally associated 
with rate base regulation of the international cormon 
carrier industryi (1) active rate base regulation is 
virtually non-existent for the International record and 
voice carriers, (2) there is an incentive for inefficient 
rate base expansion, and. (3) a distortion in usage pre- 
ferences for one type of tranBmission media is encouraged, 

"... in the' strictest sense, active rate base 
regulation generally does not take place in 
the United States overseas telecommunications - 
industry and specifically has taken place only 
once since the 1958 "Bellwether" decision 
applicable to public message telegraph service. 
This one instance is, however, limited to COMSAT 
services.. Thus, any problems 'inherent* with 
rate base regulation cannot exist in this 
industry except to the extent that the threat 
of active rate base regulation can alter 
behavioral patterns in 'a manner similar to 
actual rate base regulation."!^/ 

In the case of ATST^ it is not possible to determine 
the rate of return for its overseas service apart from 
its total Long Lines services. This^ is due to the fact 
that the Goimnission makes no distinction ^ between 
domestic and overseas rates of return anck therefore 
does n'ot require that AT&T file the needed data. The 
required information is also not available directly 
from AT&T. 3/ 

A somewhat different situation eKists with the U.S. 
international record carriers. As cited above, the last 
rate, proceeding concerned with the record carriers ' over- 
all earnings was in 1958. In that proceeding, called 
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the "Bellwether Case"i/ the FCC identified RCA as the low 
cost carrier (Bellwethet) and established rates of 
return . (7. 5-8.5%) based uponthat carrier's costs. sinre 
1958, intermittent rate adjustments "ha^e been a by-* 
product of new construction authorisations,, frequently 
offered as a quid pro quo for th6 authorisation. "J./ 

The record carriers do not submit rate ,of return / / 
information as such to the Commission; however, it is / 
possible to compute it from the operating earningp and 
net depreciated investment data that they do provide. 
Rate-of^return values for the four largest record 
carriers for the period 1964-1974 have been computed by 
the FCC and are shown in table 1V--1.£^ As can be seen 
from this table, certain IRC's are earning a return 
in excess of the rate allowed in the 1958 investigation. 

In addition to neither enforcing the established 
rate of return from its 1958 decision nor prescribing 
hew rates, the Coimnisslon^ has not been able to determine 
the relative profitability of the various record 
services, e*g., telex, telegraph message, and leased 
services. 'However, the FCC initiated an Audit ^an^^^- .^ 
Study of Operations of International Carriers.^ (Docket 
No. 20778)7/ in 1976 which may lead ^to a determination 
pf the neeffed information in the future. 

Until a methodology is developed and an allowable 
rate of return (or range) is established for AT^T and the 
IRC's, effective rate. base regulation will not be 
possible. 

_ ' * • ■ 

The second problem usually associated with rate baae 
regulation is the potential incentives for rate base 
expansion through inefficient investment decisions. 

"It war pointed out by Averch and Johnson 
(1962) and Wellisz (1963) that, regulated 
monopoly firms which are allowed to earn 
a rate of return in eKeess o|f their 
(marginal) cost of capital may have^ 
incentives to make inefficient investment o 
decisions. The specif ic result is a 
tendency for rate base expansion that 
produces a capital/labor ratio that is 



. TABLE IV-1 
mTES OF RETURN 



D^. COM. 'mC, mTION^ DC IM^^IOmi.INC, 



YEftR 










1964 


7.16 


9.38 


■ 30 . 89' 


17.92 




8.34 


11.05 


22.20 


13.86 




9.63 
r ' 


12.71 


22.79 


19.75 




"8;21 


9.49 


15.06 


17.76 


19^8 


9.87 ' 


9.36 


9.59 


15.64 


1969 


li'.Ol 


9.28 


14.75 


13.88 


1970 • 

•r,,, 

1971 , 


11.76 


8.41 


15.01 


15.92 


13^78 


9.29 


12.39 


7.73 


1972 ' 


15.24 


10.36 


(3.66) 


10.86 


1973 


17.33 


13.02 


3.65 


11.16 


1974 


16.99 


10.82 


(4.45) 


12.99 



SOURCE I FCC Final Eolicy Statement, International Record 
Carriers' Scope of Operation^ Docket No, 19660, 
February 26/ 1,976, Appendix C. 
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, too great for the output selected. An 
impliaation is that the regulated monopo- 
list may have an incentive to exoand 
at a loss into what were previously 
competitive markets 

Hard evidence that the A-^J effect is a factor within 
'.the international telecommunications industry is diffi- 
cult to find in light of the many industrial and opera» 
tional requirements which govern investment decisions. 

The third problem associated with rate base regula- 
tion concerns the use of international facilities by 
ATaT and the U.S* international record carriers. While 
these carriers own suBTnarine cables^ they can only lease 
satellite circuits from COMSAT. 

"The result is the terrestrial carriers* 
strong' preference for cable^ because 
their costs for cables are included 
in their rat^^base and therefore permit 
a greater profit for a given rate of 
re^turn^ while lease payments to Comsat 
to rent satellite circuits are not in- 
cluded in the carriers' rate base, "9/ 

While it may be debatable whether Inactive rate base 
regulation allows the carriers to currently expand their 
rate base through "inefficient" investment decisions, it 
is an unavoidable fact that only cable facilities can be 
added to their rate base^ further skewing investment 
choices . . 



"The rate--base question has generated both 
interest and controversy,.* both WVl and OTP 
have proposed^ that each carrier ba permitted 
to capitalize its satellite lease payments/ 
for appropriate inclusion in its rate--base. 
Such capitalization would help remove the 
economic discrimination between cable and 
satellite costs and serve as an incentive 
to make satellite circuitry more attractive. "M/ 

2, Rate S^tructure 

Section 201(b) of the Communications Act of 1934 
states that charges for communication service "shall be 



just and reasonable*" In addition, , Section 202 (a) is 
specific in regard to rate discrimination i * 



"It shall be unlawful for any cominon carrier _ 
to make any unjust or unreasonable discrimi- 
nation in charges, practices, classifications, 
_ , J regulations, facilities, or services for or- 

in connection with like communication service, 
directly or indirectly , by any means or 
device, or to make or give any undue or unrea- 
sonable preference or advantage to any particular 
person, class or persons, or locality, or to 
subject any particular person, class of 
^ persons, or locality to any undue or_ unrea- 
sonable prejudice or disadvantage."^'^ 

The Conunissipn has the power to suspend a proposed 
tariff filing of an international carrier for five 
months, and to initiate formal hearings as to its law-- 
fulness. Detailed statistical arid economic data must 
be filed with the Cominission in accordance with 
Section 61*38 of the FCC * s Rules and Regulations . 

"In ^he extreme, the Coiranission may, after 
a full hearing and a determination that 
the carrier^filed charges are in violation 
of the law, 'determine and prescribe what 
will be the just and reasonable charge..*' 
In practice, the Commission often suspends 
the requirement <or filing '61*38 data' 
^ and in practice, the Commission rarely . 
prescribes a set of tariff rates. "12/ / 

Because the supporting tariff information is normally 
not filed with the Conunission and because there has never 
been an international rate inquiry involving all* of 
the international carriers, ^ it is diif icult^-^ deterMne 
. if jpresent rates vare just and reasonable within' the 
meaning of Section 201 (b) of the Act . Formal rate 
proceedings may be necessary irt order... to make this 
determination for the future. 



*The "Bellwather " case in 1958 only covered public 
message telegraph service. COMSAT rate case, concluded 
in 1975, only covered COMSAT international operations. 
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TWO particular rate-setting practices .of the inter- 
national carriers are also considered a problem by 
some; 13/ 14/ 15/; One praGtice is "rate compositrna" 
where the carrier charges to the public are determined 
by a weighing of both cable coats and satellite costs; 
the other is "area rate setting" where rated to an area^ 
e.g-. Western Europe, are the same for a particular type 
*Qf service regardless of the distance or actual cost 
of service. Jranscoiran felt that practical alternatives 
to these procedures appear to be relatively limited^. l£/ 

C. Policy--Related Problems 

There are a number of oast FCC decisions and actions 
which can be described as either the sources of uQl^cy- 
related problems or examples of effective regulation ^ 
depending on one's point of view^ For eKample, the TAt-4 
decision, which prevented AT^T from providing alternate 
voice^data leased line service, may be viewed as effective 
regulation by the international record carriers^ or as 
a problem by AT&T and others who may consider this tfeatric 
.tlon as not being in the public interest* For, purposes 
of this paper, the- fol lowing ECC deci&ion&^ and ao*ion^&^ 
are. consiaered policy- related "problems" because they 
are both controversial and have broad impacts, 

1 f Planning and Licensing of Facilities 

One of the most difficult and pervasive problems 
associated with international telpcornmuntcatiojis today 
is the licensing of new facilities for ovepcseas conmiuni-- 
cations. According to Section 214(a) of :tfie Communica- 
tions Act of 19 34- . : 
. ■:r' -^ • • . ' ■ 

=•■-■1 ''r-' ' . * 

"No carrier shall undertake the construction 
of a new. , • (facility) ... unless and until 
there sfiMll first have been obtained ftom 
the Cbmini^sslon a certificate that the present 
or fflture public convenience and necessity 
require or will require, . , .(the facility) „ , , "12/ ' 

The lidensing process was relatively e^gy to 
perform prior to the advent of comnercial int^j^national 
coiranuni cations satellite service in 1965 sinc^'the only 
quality facilities available for overseas service were 
submarine cables .which filled rapidly. However, since 
196S, there has been a* constant conflict between the two 



competing transmission me'dia, with the cable and satellite 
proponents each advancing their respective ^technologies 
before the Conrniission to claim the maKimal share of 
the market, Becausethe Commission did not institute ^ 
specific licensing procedures (not subject to divergent 
interpretations) ^ 'most of the facility authorizations 
were decided on an individual case or ^ hoc basis. In, 
order to improve the licensing proceduresV the FCC issued 
a Notice of Inquiry (Docket 18875) on June 16^ 1970 into 
the policy to be followed in future licensing of facilities 
for overseas coironunications * The FCC stated i 

"We* think that, to the extent possible^ 
we should formulate a policy which will 
govern oiir future licensing in the field 
of ove^rseas . communications and which will 
enable interested carriers to plan their 
own actions accordingly * Such action* 
rather than separate actions on an ad 
hoc basis ^ will be more conducive to the 

?ffective discharge of our statutory 
esponsibilities, set out in. the Communi- 
r'^-hinn^ Ant whinh^ among athe_r things , 

are designed to make available ^ so far 
as possible^ to all the people of the 
United States a rapid* efficient, 
world-wide wire and radio communication 
service with adequate facilities at reasonable 
charges; and at the same time effectuate our 
responsibilities under the Conmunications 
Satellite Act in light of the objectives and 
policies set out in that Act* "18/ 

^ In June 1971^ the Fdc adopted a Statement of Policy 
and Guidelines after receiving the various Inputs* to the 
Docket. The four general guidelines were: 

"(a) the public interest requires that ;we 
promote the continued development of both 
oabie-and Batellj.te technologies and their 
most effective and timely applications to 
meet future requirements for international 
communications services? 

^Comprehensive comments were filed by the international 
conunon carriers I and OTP^ forvfarded the Administration's 
viewpoint on the policy that should guide regulation con- 
cerning U*S* investments in new facilities. 
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;;"'(b) the public Interest also requires that 
\:we jauthoriza the moat modern m& effective 
: fa^iltties Mailable via hoih cable and 

satellite technology with due regard for 

effioieney^ economy, diversity and 

rediindancji 

"(c) the public interest and due regard 
for the GoncernB of the Administrations 
which operate the foreign ,end of cables 
require that care should be taken to 
minimize the need for imposing artificial 
formulae to govern the distribution of 
y traffic among available media; 

**(d) the public interest requires that 
the economie^B available from each advance 
in technology be reflected in charges 
for service t "19/ 

The Statement of Policy also stated the'^^CC's intent to 
authorise faolllties in line with the proposals pf ^the 
European A^^ looking: toward the maihtai^nG®^^ 

of "reasonable parity." The Docket was never officially 
closed after the First Notice of Inquiry, 

After nearly four years, in February 1975, a second ^ 
Notice of inquiry in this Docket was issued. This Notice 
provided for- a series of meetingr open to all United 
States interested parties for the purpose of identifyincr, 
disoussin«^ and analysing information on service require-' 
ments and alternative means for meeting such requirements 
Three informal working groups, dealing with economias^ 
traffic forecasting^ and service reliability were formed 
with eaqh of these groups submitting a report to the 
Chief, FCC Common Carrier Bureau, in Hay 1975* The 
working groups were to meet again later in the y^mt, 
but additional meetings were never scheduled.* 



^howeverVior purposes of exchanging information and 
discussion of the three areas, ^Consultative Working 
Group on North Atlantic Telecommunications was formed # 
consist inrt qf u,s. Government, industry, £'uropean, and 
Canadian representatives* The group has convened three 
times: Paris,^ June 1975; Washington, D.C. , March 1976; 
Rome^ Italy, October 1976, . ^ 
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The Cot^i^'s ion issued a Third Notice of inquiry in 
Docke-t 10875 tn ^JoVember 1975 which requested addl^tional 
infonnatioi^ ' ft.ptn each of the U^S. international 'carrier 
and oth^:r in^Wr^sted parties. 

The Con^itiission released a Further Statement of Policy 
and Guidelines in this docket in November 1976 , reaffirming 
the eKiatitig Policies cited above ^ and adopting the 
following ag4iti^nal policies and qlarif ications (the 
sectlDns una^tlir^ed conBtitute substantially new or 
^revised poli^te^ in the opinion of the authors of this 
report)! 

s "A) *fhm oohtinuing availability of adequate^ 
rel'j^^bi^r low cost coTmunications facilities 
and 0^r^ices between Europe and North 
Aine^iQa Is a matter of common ijfiterest arid 
0once^n .to conmun ications users ^ operatirig 
.entt/fcte0#^ and governments in Europe and 
NGttli Mieriaa. , 

' iy ^"bi). ^Hi0 Conunisslon does not/ as a matter 
of'^p^li^yj favor the use of one technplogy 
ove^ ^n^^ther*nor any predetermined distri- 
buti^i\ cS tfaffic or transmission capacity 
awoj^^ aJternative technologies or suppliers. 
PHPsti^nt to, ouj^ statutpry mandate r our 
prlj^^ty policy objective has been and 
remains the achievement and efficient 
utl j^iaa^ion . of the lowest cost combina-- 
tioji Of facilities whioh can satisfy - 
vali^ t^^fflo needs and service objectives/ 
Irt^^Pe^i^e of technology or supplier* 
Withirx this basic policy frainewQrk, both 
e^b^^ afid Satellite techriologieri — as well; 
aB dther can and should be af fordeS : 

th^ £?PpiC>^tunity to evolve, 

"c) ^he existing operafeional structure and 
att^fidarit economic an(S other incentives 
ot tj^pe international coiranunications industry 
aXe Such as to ;i6ad autoittatiqally to 

the Realization of the basic public interest 
policy cpbjective enunciated above. 
^CG^^^ii^ffly ^ this Commission must and will 
aontl^^u^ to scrutinize thoroughly both 



faaility installatipn ana utilization pro- 
posals of U.S. earriers prior to authoris- 
ing these darriers ' participation in' suoh ; 
facility proframs^ in' oraer to ensure; that 
tJ.S. coirnnuntoations users are not unneces*- 
sarily burdened with excessive facility 
invBStments or Inafficient utiligntion 
of ^uthoriged facilities. 

"d) The need to cpnslder such interrelabed 
factors as diversity, redundaricy, restora- 
tion and other means to provide oontinuity 
of service within the 'content of the 
operational structiarG and varying economic 
and other Incentives and preferences 
previously cited sev^erely limit sJour ability 
to majce the neqeseary publid' interest 
eyaluations in the conteKt of isolated 
applications for individual facility authori- 
zation, ftccqraingiy^ we -^111 not in the 



ition of major 



gallon. Accqraing^ y , w e L 1 
fixture consider the^^ ^^ 

facility i nvfft m enti and _uti ligation ^ gro- 
ip»¥als as isolated instanees^ but will 
Instead ev aluate . t^^ the cqn tekt^f a 

comprehft Th^i-^^^ Jgjl^ranga plan for tHe ^ ^ 
establi^ ^^ll^Wus^y f £a^^ to 



^erva a^yar-Ex^P r ^ gg r ap hi arefduHng 
a^ speaifaeq future planni n g period . To ensure 
^^^^^^ ' ' that ail interested and affected parti e s 
have a full oppcrt unity to participate in 
the. , evolution of a mutually acoeptable long 
range plan for future facility establishnien t 
and use/ we shall approach the adoption of 
such a plan through an iterative process . 
, as aetv forth in the Annex to this decision. 

'Ve) In our public interest evaluation of both 
long range plans and specific facility applioa' 
tions, the Ipriinary criteria shall be those set 
forth in (b) above. For the purpose of cost . 
analyses and ooniparisons^ we shall consider 
as relevant only historical and/or projected 
investitient and operating expenses — as 
opposed to lease, charges or/ tariff , rates* 
Moreover, before we can adopt any such long 
range plan as a basis for specific facility 
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planniiig ajid authorisation / we would neces- 
aarily require comparable commitments 

_ „ . regard ingr the u^e of cablfe ana satellite 

facilities. ' . 

. ' ' ' "g) The svolutioh^ Of mutually adceptable 
.long range facility plans and the sub- 
sequent authDrigation of ipeoific facilities 
will nedBSsarily be a dlf fiault and time- 
conamint proceis, given the necessity 
off accomt^dating this process to the" 
' dlfferlnt le^al requirements and operating 
arrangemejits of the sovereign nations 
involvedi We shall maka ev^ary effort 
to ensure the success of this effort, 
within our basic statutory mandate ^ 
public interest obltgattoriSr and legal 
system. As a part of our effort to achieve 
, an aooeptable plan^ also flesire to 

explore^ .^here beneEiclalf ahanges in the 
present Qv?nership arrangements and pro- 
vision of circuits VN?i thin ^ future trans- 
atlantio facilities* Specif ically/ we 
propose to explore the ffaasibllity and 
desirability of aubstitutlng end--to-.end 
provision off v7hoi6 alrcults within^, 
facilities^ for the preserit arrangement 
whereby aaoh terminal country ^provide^ 
fifty percent of each transatiantic 
circuit* "20/ 

In this document I the Cormisslon for the first time^ 
formally recognl zeS the need for a eornprehenBlva plaii 
for future 'facilities, ^ 
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an essential prerequisite to the 
authoriiiation of future facilities must 
be the development of a comprehensive 
plan^ including appropriate commitments.^ 
regarding the overall deployment and use of 
of future cable and satellite facilities 
within a particular geographic area 
during a specified planning period. "21/ 



yntil aable and satellite interests have essentially 

developed plans independently of each other* COMSAT 
submits the INTEEjSAT plan for a new ccmmuniGations satellite 
system to the Cornmission for 214 authDrization, and AT&T 
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together vifch the intearnatlonaL x&coxa carriers 46 likewise 
.5®^ submarine cable system that has been nagotlated 
with the foreign adniinlBtratloni . Thus v, the coordinated 
planwing nieoliartlsiii naa^asary for the efSieient and tlrnoly 

?! facilities for overseas iervloe has beam 

effectively- Bides tapped by' the inaustry in the authorization 
Of future tmnsmission facilities. 

4 „4. Commission^ for the first time , has requested the - 

International carriers to develop a conprehensive plan for ' 
the establishment and use of North Atlantic facilities uo . 
to approximateay the mid-lSeO'a. Detailed traffiq fore- 
casting and coat information w#re also requested in support 
of the cQmprahensive plan(s). At the same time; EuropeSn 

^if "«*^f preparing their own mastef, plan as an input 
IZ ? S f * consultative meeting, wliere this step leads 
the industry in its planning of facilities, and the PCC 
In its review- of cdnatructlpn applications, is at this 
time uncertain. ' 

o/pcI^L^fS?if ^^fe^^hows that after nearly seven years ^, 
elf!^^^™f, this area, the problems of how to 

iHffHy^^ and^ efficiently plan and Iteeriie overseas 
facilities regain, albeit the' issues have been somewhat 
JDetter^ def aned, , ? 
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gelative. Use of Cable and Satellite Faclliti 
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A 4, The procedure, which oornally follows the licensing 
of "^^/^"'-^J^^®^ described above is the acttvation 

ot Circuits. All earrlers are regulred by Section 214 of 

Knlh''j;°*^^^"! ^^34 to obtain Coimnission approval 

for both the construciion and operation of new facilities. , 
The Conimlssion proaedure to date requires the carriers to 
obtain approval at eadh of the^e two stages. 

The seeona' stage, circuit activation, became a ' 
problem for the commissi on- wfter the inttAductlon of ' 
ownS^jM^^H^^' satellites due to the sep^ailoh of 'facility 
f f between cables and satellites.. The Gonunisaion ^ 
•i^i%.2v 3-^ specify some general policy concerning 

Kf^i^*^''?. -**^® °' and: satellites, the carriers 

might have little inoentlve to use Batellites, because 
of their ownership In cables. The Commission was also 
?rjf?i?: the Ooverninenfs policy under the Communications t 
Satellite Act of 1962 "to . establish, in conjunction and 
in, cooperation with other countries, as eKpeditiously ' 
as practicable a coimercial communications satellite 
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system^ as part of an improved global conmunlcations 
netvorlci "22/ When the CoTtOTission approved the con 
of a new submarine cable b€tv/een Florida and the Virgin 
Islfhds well as the earth station at Cayey, Puerto 
Ricb in 1966# it required that satellite circuits first 
be cigualiEed with cable aircuitSi 

"Thereafter r additional; circuits 
V : 1 tyRfes ot aervioe riegu 

the ma in land and t3he eastern Caribbean 
area and beyond shall be datiafied on . 
a 50/50 basis-. ."2J/ ^ 

A similar requirenifent was ^wpoeed when the fifth trans- 
atlantic cable (TAT-^S) vas 'authorised in 1968. The 
specific requiremnnt known as "proportiqria^l fill" 
stlpuXated that the carriers use cable and^-tfabellite 
faciLities in a manner such that each "reach 1J0% fill 
at approximately the sajne tlm8 JV2 4/ ^ v 

In May 1971, the 'doitmiission granted an ATStT 

reqiiSBt to activate TAT-r* 5 and satellite oirGuits on. 
a ratio of five to one in fav^or of satellate for voiGe- 
only service. The ComnisBion felt that this would , 
satisfy the proportional fill requirtoent sinpe the 
TAT^5 cable had a projected capacity of 720 (now 845) 
voice-gfcade cirouitSi anfl the new series of satellites , 
I^JTBDSAT IV^ which had alpo been authorized, had spine 
350O ^ voice-grade circuits.. '- - 

^; . Later, in the June 1971 Stateinent of Policy and \ 
Guidelines ^ the Commiss ion . stated that it waa " loolClng ^ 
toward irointenanoe of reascnable, parity between cable 
and satellite circuits* on transatlantic rdutes," 
Just Vhat was mearit by "reasonable parity" -was not 
made clear. ^ \^ , . 

"Thia^ n4w definition coupled with the fact 
that the 5 to 1 ratio was still being used, 
left the Eurppeans with an 'open question^ ^ . v 
pegarding U.S^ vie%/s on the manrier by which 
traflfic woald be apportioned between the , 
, ^ media. *'2 5y ^ 



' / modified its yiewrH.iT-Octaber 1971 

f*^^ f°^^l^ for telephone service 
. ahould be on a 1 to i ratio; featwean the TAT- 5 cable . 

I? jatellite circuits. The IRC's were eKempfeed from a' 
- !w^®^-,^f^^2 but reatrlcted to the aotlvation bf no more 



^^rLl ?4&^^^^ ^^^^ circuitry m any 6-month " 

Tnf the-^onmifision authorized the construction of 

the sixth transatlantic cable (TAT-6) in July 1972, It stated 

, "V?e do not believe that it is necessary or 
even _ appropriate for us to priacrlta 
specific 'formulas or rules aoncerning the 

; manner in. which a vail ab'le circuity should 
be utilized. "26/ , 

However, in the same document the Conunission statdH 
that its ■ . : . 

"... would expect that where European 
entities either construct their own or 
arrange to use the facilities of others 
-fco^coiittnunJ 



(E-3) and (p-4) they would diver si £v 
by dividing their growth traffic in an 
.equitable manner equally among the three 
facilities, l,e., .the two satellites 
and TAT-6,... T^jhere European or other 
foreign correspondents do not construct 
or arrange to use two Atlantic Basin 
antennas, ,we would expect them to 
diversify by dividing their traffic 
between the one satellite and TAT" 6. "27/ 

Thus the Conmission'tcaused more confusion by 
allowing' Interpretations of 1 to 1 in some cases and 
2 to 1 in favor of satellites in others. 



The Commission has repeatedly^tated in 
•Docket No. 18875 that its primary objec€ive remained 
the achievement and efficient utilization of the lowest 
cost comhination of facilities. Unfortunately, the 
^'Gonimiss|.on , has not been able to describe how it will 
decidg on the lowest cost combination of ' fac ill-ties which 
can tatisfy valid traffic heeds and service ofajectives. 



-~r-rz - rtnmxKW:±onal Rate... Setting. ■ ■■ \ ' /• - 

^ ... The inte^natdonal »gar»iers nitast file proposed 
tariffs with the Cbiranisaion just as the aomestic 
carriers do. BoweVer, Awtiitiiatiorial ratemakin# is in 
essence a produat of negotiations between U.S. oarriers 
and foreign entities. The features of internatiohal 
inessage-*teJ.ap^hone agreemewte and accounting arranqertients 
are described briefly herein but similar features and 
procedure supply for other international services such 
as Tei^x., 

"At present, ATST and each foreign correspondent 
negotiate a service or opf^ating agreetnent which nor nallv 
.has the ffellowing features? : . ' : 



"A, Each carrier provides half of the 
(Joint) facility. 

*'B, Both lease half df any transit 
iacilities. 



"C. Both provide the terrestrial ^ 
facilities in thelK respdctive couritrles. 

"D. Each, having prdvided half of the 
^faoilities, agre^g *c receive half 
of the negotiated accounting rate* 
(bilaterally dewlo|)#a) for the 
service . ^ , 

"E* Eacli agrees principle to oharge 
the same collection ^ate** for calls to 
the; other country J- U/ 

iternational K'atemaking procees is com-^ 
plioa^ea^^^by the difie^^^ U*S* and 

for^gn entities concerning procea^res and attitudes 

fd telephone rates, .The diffd'rencee are 
summarised "^as* follows: ' , ^ 

,*The basic rate used for International bookkeeping 

purposes. / - - ' ' > ' 

.**The rate the user (consumer) pays. 
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"aa far as aollection rates are concerned, 
oharges its subsaribers the same rate 
, -a® the -agrees to aoeountiyig rate negotiated 
with the overseas oorresponclent. However, 
■Waifty of the overseas correspondents charge 
th®i*r subscribers more (although they 
Sttttte with AT&T on the negotiated 
laccounting] rate) , Many foreign ■ 
«orK«Bpondeiits view internatiohil tele- 
<30rounications as a profitable mon . ^' 

n.mkihq business which provides revenues 
• tot subsidizing various dowestie services. 
The on" the other hpnd/ favors 

reaaottable international rates along 
^ith. a fair rate of return for the U.S. 
mxti<&m. Porelgn oollection rates are ' 
to large extent the particular countries' . 
owr» business, although the existence of 
a neifotiated rate provides indirect 
iacentive toward equal rates at ■ 
, , each ^ftd.-U/ ■■ . ■ . ■ , ■ . 

The difference between collaction and accburitlng • 
iratea can bast be described by means of an example 
The per miMte stat ion rate for a 6all from the United 
States to JApan is $3 (collection rate), and th^ eorre- 
sponding «qcpunting rate la. also S3'. This means that SI. 50 
LSiCreditea to the' United States .qarrier (AT&T) and $1.50 
is credited, to Japan. This sama share of the accounting 
rate ($1,30) is credited to the United States when the ., 
call originatas in Japan even though the Japanese . 
collection rate is higher than' that of the United States. 
If the nwntoer of calls for any given month, were the same 
in both air#ctiohs (balanc'ea traffic) , the correspondentfl' 
payments would net out, i.e., no settlement payout. . If/ 
on the otheif hand, there were, more paid calls in one 
dlrectipn thatt, the other, a settlement payout would be 
required. a"lie main point .to understand is that AT&T and 
their foreifn correspondents share equally in *he ' 
negotiated aqaounting rate, regardless ^oftha amount 

collected At either eii'd. . ' • ' . 

* ■ ■ ■ ' . • . ■ ■ ■ ■ ^ .1 

In the past, U.S. induced do'llaotion r%te ' 
reduotiona hw« resulted in an equivalent reduction In 
the accou«fcin,g rate, a series of problems will arise 
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yshould the Coiraniaiion require a U.S. carrier to reauoe 
iti colleotion rate§i when the U.S» carrier has not been 
sucaeasful in negotiating a cprresponding reduotlbn in 
the aGcountlng rat^^ with the foreign entity. ■ 

For example, assume that the Commission would 
/order h^StT to reduoe its rates to Japan by 20%. ^ Using 
th© same figure ais above, the $3 collection rate would 

be reduced to $2,40, Ordinarilyr AT&T and their 
Japaheee correspondent would negotiate, a $2,40 aGcountinq 
rate Which would Man that $1.20 would be credited 
to Both M&T and JApan. If the Japanese would not 
agree to a reduction, in the accounting rate, $1*50 . 
(shara p£ origina^l accounting rate) would ^stlll have to 
bs credited to th^ Japanese on every U. S # outbound 
.call/ leaving only $,90 to be credited to ATsT for eKcess 
outbound calls. Ott each outbound call In excess of 
tlie nuirtbar ofi inbomnd calls^ AT&T would be ^forced to 
reduce its revenu^a by 40%* Instead of splitting the 
XJ*S# GOlLectlon Jfrte on a 5^0/50 basis with the Japanese^ . 
it would be split 62v5/37,5 for the excesB traffic 
dn favor of the Japanese* If the eKcess traffic Vers 
small compared to total traffic, there migh^ hot be a 
great impact on A^Sl*'s revenues. However/ if th# balance 
traffiic rises or if the same procedures are fbllowed 
for other countries as well^ the impact could be of 
atgnlficance to AT^T arid to the United States, 

• The U*S* eonfronted with a major problem, / 
On the pne hfind> the Copmi were to force the 

U. S^- oartiers to absorb the foreign share of the r^te 
reduction;^ ^the car^ierp would be placed in an yhfj^r 
service arrangement and ' 4he U.S. would lose xti^/^: ^ 
influence oyer int^s^national, rite setting^ "tHI^^ jingle 
iiagptiated (accounting) rate tends to limit eKtiien^s 
and clearly denies the initiative to thbse cdrrespondents 
desiring high international rateB-. " 30/ On the other, 
handy i£ the Commit a ion ware thwarted in reducing U.S. 
ratfes (or in maintiiining present rates) due to the arbi- 
trary aations of ;io:teign partners this would be detrimen- 
tal to the U.S. n«^tional and consimier interests,. Clearly^ 
improvements are irtdicated in the bargaining process ' 
between the U.S* carriers and their foreign correspondents 
r!4ther than revising the present accountihg/settlenient 
procBBS^ 31/ 

• • ' •■ ^ . • ^ • • ; . ^ ' I , 



'4. Foreign Relations 

- International telecommunications is adcomplishea 
by. a cooperative ^dertaklng among the' U.S. carriers 
and their foreign cpUJiterparts. In most countries, ' 
international teleeomintanioatlons are provid,ed by a 
.■' fovernnisnt entity; in sonie instances, by a fovernment/ 

■ • private industry arrangement,- and in a very few cases , 

by a private company, 

■ ■ . '\ ' i'^^' ■ . ■ ■■ 

QaM^ •facilities serving the United^ States " ' 
. are' jointly Qjtfhed by the>IJ.S. carriers and Iheir 
respective .fdreign aorrespondents. Satellites are 
collectively, ownea by all partdoipatlng countries 
thro^gh,. the INTELSAT organization. The Batalllta earth 
stations are owned by the entity (ies) of the Individual 
countries, and in the United States are owned by - : .s' 
COMSAT (50%) and' the Other careierB. , i/^^^.t <r:'-^\'\_ 

>Up until thfe planning '^tags for the fifthr^trans- 
. atlantitt cable (TAT-S) the' PCC did not play an active 

role in.^ the international process of facilities 

. selection. However, during the TAT-5 planning stage 
the Cominission requeated detail'ed information from the 
carriers (including COMSAT) and also informed them nQt - 
to malce any agreements on facilities with their fofej;^' ■ 
eorrespondents until- it ruled on the: appropriateness ' 
for them td file appldcations for the proposed cable 
sys't^; /.The Commission subseguently approved the ' 
cable,«^t required rate reductions in ,tha, procesl. 

,., Later, in 1970, the CoJiinjission rei^tised to app;cove • 
an SF-type 845 circuit cable for the sixth,' transatlantic 
cable, (TAT-6) ; this was favored by both the ars. 
carriers and their European correspondents^ However, 
the Comniission concurrantly stated that it, would approve 
a more cost effective Sa-t3^e^4eo^e^~^cui^ -„^^^ for this 
applicatioh. i ^ 

1 R4n 1- "!!"®^ -Kingdom and Canada' proposed a new 

J., 840 transatlantic submarine cable (CANTAT-^2) between 
their two countries. Neither 'the U.S. carriers nor the 
FCC favored' this facility and, as a result, the FCC 
'made it clear that the U.S. did not intend to extansively 
utilize it. The cable was constructed despite this 
baekground and a number of problems resulted. Some of 
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the foreign entities backing the cifile still ekpected 
to use it for U.S. path trafiio. The U*S* carriers, . 
facing a delay in the Implemeyitation of the new TAT- 6 
cable (as result %f earlier FCC rejection of Tkf^G 
8F proposal), reversed their earlier stand and proposed 
axtensive utilization of- the CANTAf^2 cable rather than , 
use more satellite circuits, COMSM objected to th^se 
propoaala and the pCC, despite relatively extreme 
pressure, generally held to the original concept of 
.not racaeptlng CANTAT-'2 as^;*^ path, facility, - 

The FGG has contiftued to Itnvit U*S, carrier ufciliKition • 
of it I ■ although a' final decision with regard to |iji#ther ; 
utilii'atian off this cable has not yet been reached. -3 2/ 
It should be clear that the FCC: was placed ^in a no-win 
situatiohr; denying the cable would impair foreign - 
relations^ while approving the cable would impair 

tiational intejests. 33/ " c^ ^ . / 

. .V In 1974, before approving the new transpacific 
cable (TRANSPAC-^II ) , the FCC ordered AT&T to ujidertake 
rt^gotitttions with;^^ foreign Garresppndents, looking . 
toward a red^dct ion iri^r^ was not wei^l ,^ '. /i 

received'' by the foreign entitie^fe,^ ^Later, When Hawaii^to ; f 
Te.lephprie Company (HTC) and AT^T attempted to negotiate 
such rate reductiongr Japan ^ Korea, : PhMippines, Hong 
Kong, and Taiwan all balked* This matter still has not been 
resolved, but servic^^haB'* begun w FCC approval, 

' ' ^ ' ■ ■ ■ 

Belations between the U*S. and European (CBPT) 
administ^^tionf beeart^B severely .strained in Marah :a976 , 
due to the. Conmrission's delay in approving the activation 
of TAT-6 aircuits* ,^his!^able was due to be placed 
into service in July^^f that year. On March 1^^ 1976 t 
the CEPT adAinistrati^ns imposed an embargo on further 
circuit activation in all cable and aatellite facilities , 
in the North' Atlantic Basin pending FCC ;ab 
TAT-6 circuit activations. The errtoargo w^s of fioially 
lifted on May 3, 1976 in eKpectation of a '^atisfaotory 
and' timely FCC deciaion on TAT-6 circuit Activation, . 

■ In general, tihe foreign entities Abject to +-he 

United States regulatory procedures\whlch/^"give the^ 
FCC vthe power %^ overturn f acility and ^ sejcvice agreements • 
that iiavi been freely negotiated between the U.S. ,\ \ 
carriere and the foreign entities . "34/ In addition; ^*'the 
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Europeans an*, several other totmi^n countries are , 
r strongly opposed to. . . rate a^a»®as#s as thay use 
re^^tnuea from overseas taieoommunloatlons^^^ ■ 

. subaaaiza domestie teleeominimAoatlons and/or postal" - — - 

servxees, " 35/ ■ ■ ' ,x... 

: Some of^.the Fee actioag may be justified^ wjill© 
owners may not be. in any event;, »n unwanted problein 
■ continues— poor u.s.-^for4igh tmimns, i^c talecoitmuntcaao 

'■'^^^^'■'■^l':^' Authorised Users . ^ . '-"i ' 

The advent of coramercieil aojmnunlaations sateiilte 
service ^n 1965. prompted much interest by prospective ' 
users an how to obtain servi©© dlfeotly from COMSAT. ^' 

• There was un ear tain ty as toCOMSAf's role as a carrier 
au^ to the . lan.^Uage in the Ca«OTuM«a Satellite • ■ 

Act. of 1962 which authorized "to contract - 

with authorized .users, . incl^dlnf ith« United States 
Government, for Ithe services of ■fch» ttdnmunicatioris 
^^BatmllJ^_^syatem,:;i.^without~sp#^^ , . ; 

.^authojized users. In June ISeSr th«:-PGC -released It^ ' 
Authorized User Inquiry, and thirteen months later 
released Its ..decision this matt ek? The commission' a ' 
ultimate cpn^rusions were: - 

^ ja) COWSAT lay as a V^tter oeiO-aw be authoria®d 
to provide sarvj.Ge- directly tp nort-Mr^ler; entities; = 

^b): COMSAT is ' to -be piltotrlX^ 
carrier and in ordina%' clrauni»:tto«©8- users of satelllta 
facilities should be served by ^the^ terrestrial Carriers? 

^r^t>^^ '<°5^ln^unique a|d exaeptlbnal -circuw^ 
COMSAT may be-authorl zed to provide aeiyices directly ' 
fitQ-naa^Ga^^ber--usersT-UOM^ authorized 'to 

provide service directly to the Oovewiment, whenever 
s,uch service is required to me^t ujiicrue governmental 
needs or is otherwise reguir#d iw th« national intereat, 
in eircumatances where the GoveraMat's needs cannot 
be effectively 'met under .the catoar's carrier 
approach. 36/. .' . .. , ^z- ■ 

, Thus COMSAT was relegatid to aerve the 

established carriers rather tharl|i oom^ete with them by 
being allowed to provide servia^^ e*cf. , private line, 
airectly to the cdnsumer. sAif ' 
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6. Aiternatf Voice^Data {The TAT-4 DecAslon): > 

Wi til the irttroauctlon. of the first trans 
........ telephone cable fW-l): in 19S6,i at&t was able to pro- 
vide telephone aeKvioe over the submarine cable at a much 
higher vi^ualitya^ 

by .high; .^raquenoy radio syeteins. . . . " . '■. : ■ 

■ " A aecondj tearisafciantic cable (TAT-2) became , • . 
operational in 19 59. The international 'reoord carriers 
leased channels from AT ST in each oJ' the first two . 
BUtewarine cables for telegrapii services , ; and all carriers % 
including AT&T wero authorized that year to provide : a 
new service called Altejcnate Voice Data (AVD) to .the. . 
a. S* defense at6noie%^ TO service allowed vpice; - 1^ 
alternate voice/data/ or slmultarieous voice/dataf' ^ ^ " 
■ "''^^'setyice. ' ,.; ' }\^: . ' ' " ' 

A third transatlantic cable was put into service 
in 1963., Later that same year, AT&T filed an application 
.jv': -with, the FCC for ajflother submarine cable across the ^ - . 
■ . Atlan (TAT-4i, In addition, AT&T reguested authorlza'* 

' tion to modify TA*E"'3 for- AVD; service to conmercial as ' . . , 
^ , . expand the AVD; ' 

'/v^v ,seip?Hfies over^m ' , '., 

■'L^^^^'i^i^f red to^|iease"'c1hannels to th^' intepna;yt|^n^^ reco ; , ; • , 
' «aj^i:iers. ffctf. AVD,^eKviqf a, ,v , ^ ^ : " 

; " ' The AT&T applicatiblnsi -were 'opposed by 

aarri^r«s- on thef^^rounda "that they shb vi.,. 
ownership of the new oable and that AT&T should riot be' 
: ■ , authorized to proyiae any record^ servicea.^ , ■ M^,; . . * ; - ' 

■' . It. ... . ■. - , . . ■ 

V In its TAT'^4 'debision ii^; 1964,/the ^f'ec a^thprized, . 

thei new'cable and allowed the record carrier 
in its ownershlpV wJbuit denied AT&T authority to provide , ;. ■ , 
additional AVD service^ thus qiving theivinternational v 
record carriers virtual domain over this service. , TJie; ■ \ 

I'CC stated! ' . ' . ,,. .■ / . "■ 

"A raalisfcio apipraisal of tl^^' r^la^ive > 
c^pablliti^i^ of ATST and t^e recorff;;\ \ r 

' carriers fco aeeure and Mlhtaln . Sii<5ii: : . ' 

• ^ , business leada us to- conclude ^afr ■ r 

AT&T's entry into ^his service would . 
seriously j^^opardige the ability b£ 
^ ; the record aa^Mers to obtain a 

meaningful ahare of the business*... 
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' ^fe: Is in the public interest that we asaur.e 
iJt© ^viability of the record carriers by ' • 
f^9^^<2^^m^em Stom thm laasBB they wouia 
i»evitably_-au££©»„wei-e AT&T pemitted to 
, : ' p:K'Ovide this '.voiqe^recor4 service. "37/ 

rh» AVp Strict ion on ATST has been a subject 
, diS0'«,a»ior!,, for examples ■ ' 

, "A itiajor concern evolving aiound the ATO ' 
_ iasue is the impact on the Industry's 
, CXRC' a) ;aMllty ito continue provide ' 
; ; b^Bis tedord services to the U.S. 
V / . aoiisumets . This wou4d require looking 

_ the. services' profitability^ market--- 
^i^e and othfr trendft^. "The^a^ - 
4$ the dateirminafbibn of the behafits 
that the use^ wouXa obtain from at&t ; V 
i^ntry into this pna^rket., , ^ 

^ ' "*It, is contended that gains from the 

.. latter may not bffset the possible ' . 
foases pf the foKiher,''at least untii - '^^' -^ 
"iiuantitative analysis proves ptherKise.^38/- 

' ; Mteway Cities ^hd. tnternatidnal Tele 

^li^ : gatfiway^ cities iifoncept^ i^ 
as «^p«aieney betwem "domestic" and "international" 
tele^r«ph, operations. Under section 222 (a) (5) ,of the - 
CpramttWidations, Act , gateways .are; continental . citiei^ ' ' 
tmC 'J may pick -up' briginatlhg' telegraph messagei 
^im;: overseas, or- deliver overseas, raessages 
"H|S%4;jfed; te. th can operate ' ' 



Im^) ., are, i^rpvided onlyV tlirpugfi ' 4otmm^lBmm' Vf^i-ti^f^^i&m 
ei;t3.$^ aomestiq: WU or ^vt^e left:, networks ■ 
which - J?esponsible 'overali in servi^'i 
coiitwj, '^nly part of the U^S^V faculties involved. U 
Curr^iitay^ there are fjve/gi^^way cities j New York', ' 
Wa^hwgton, D.C., San Franciico, Miami, and New Orieans. 



The IR^'^:^ ; dhalleng the gateway dit ies aono^pt 
ori = two fronts FCC Docket No. 19660. 39/ Firsts 
under a a^t tamff remsions^ the IRC's gought to 
obViate the ^^mcept by propoalhg to absprb the chai^gea 
for calls viai WATSV WO taleK,-or WU .Tt*X;"td ior from 
hinterland au^tomeis as the final mo^de for recei'w^ing 
or . sending i*)ifc#rnatiopal message teliegr^inp. 'Secondr 
the IRC*s irt&Ufht to Increase the number of gateway^ 
cities to as m^ny as 21 in ah attempt to reduce the 
domestdkc. networks usage , for , the mainland, portiph , . 
international iPo^essages.^ - * ; ' , ^ 

In it$ final order ^ the FCC' found the fr.ea ^ 
direct aode^s Jterma of . the IRG ' s tariff propoaalsf>0 
effectlve3/y '^^teridin^' sarvice to the hinterland^ and 
eince this w^ ih direct conflict with thekO^gal 
statue "(Sectiori 222) ^ it aanied , this aspect of 'th^ IRC:^ 
regueet* ' Mon^thelesB ;for inany observers ^ ^the ^rotolem 
still remains ^^nd they continue to maintain tliait the 
public inter'^^t is not being served by denying taafrs 
a cheaper and ^ faster accest; by transmission media 
non-eKlstient the t,lm^;^ Section 222 was enacted, . , : 
The approprii^'fi^ redreil; is to Congress to\requeBt / 
r^^isiqn ^ of t'ht law,' 40/ 

' The :$^csdnd- parit 'of . the IRC reguisst dealingr withv 
an increased hm^^Bic oi'^'q^tmiiQdv citiesp resulted in the ^ 
present total of five:* acceBsible to each IRC on an 
equal basife* . previously/ ITT, RCA and WUI were litifiit^a 
to. gateway op^Jifatione i^, Mew York^ San F^anclBCOr 
and Washington. I :P*C. I TRT was 0imited tq-Mi*ami^ " ; - 
and New Or le^aSi, gateways. ^ / > . 

8 * Tnt^yi^^i^ional Formula ^or tTnrouted Telegraph 
^Mef sa:gj|s* ' . ■ ' 

Sectten 222 (e) (1) of the Communicatione' Apt of 
1934 requireftthe d telegraph carri,er: to ^dt^"^; 

tribute unroi^^id outbound international telifegrams' oh 
a quota basis. This ^ quota is known /thl^^Ihternation^ 
Formula^ whosa entire^ concept has been reevaluated'^y 
the FCC in foMal proceedings throughout 1975. " ; . 

— MM -Jim II I TrT '"i'rniTi " ' _ '-^ . 

*Oyerseas tMnsmission of telegraph messages may ' - 
either be rout'^fl or unrouted depending ion whether 

■ or^not" the awsttbraer specifies the international 
record carri^Jr. ' " ; * 



_ When the Ifestern- tJnion Telegraph Company and 
the P.ostal _ Telegraph Company itierged in 1943, WUT was 
to divest Itself of all overseai operations. in order 
that WUT could not favor its own operations between 
1943 and the date o£ complete divestiture (whioh turned 
out- to b9 October 1, 1963) or favor any of the international 
oarriers thereafter, a. specified distribution quota 
of unrouted message traffic was set up to approximatelv 
divide the traffic on a basis similar to -the actual 
distribution during the^year 1942, This distribution 
quota 18 still in effect for the approximately 230 Obo 
unrouted messages filled each month .41/ . 

' .'If a qarrisr receives routed- traffic ' in exces^s ' 
of Its historical share, the formula acts to take away 
unrouted traffic in an effort to preserve quota balance. > 
Since relative marlcet ; shares' have changed since 1942 
(as have .carriers and routes served), 'the carriers with 
improved market sales are penalized by. being denied 
^iOjjtad__tr,affic^...^Ci3nvers^l^^^ last 
market sharess receive addit ionallmnrouted traffic 
through the >orkings -of the formula designed to 
preserve 1942 traffic patterns. 

The decisioii on this matter was released' on 
January 1 1976. The "FCC order:4J^ 

(1) , Abolisl-iea the fprmula urescribed 

"'by the Conmiission in- 1943, 

(2) Requested comments regrarding the . ■ 
customer routings of all messages, and 



(3) 



Prescribed the use of an interim formula. 



The int#rini forniula reprssents a departure from the 19 43 
formula, since new quotas will be calculated each year 
on the .basis of traffic routings from the previous year. 



Wew york City. 
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9, i^tercQiiri ection o£ InternatiQaa l Telex and 
Domestic ^?ele)c and WK Serv j.ceT 



International talex service is presently pro- 
vided by five IRC »si hov/ever, eacli IRC does not prOYide 
serv^ice to all overseas points. In the gateway cities, 
the IRC's offer service directly^ to stibscribars by 
meaiis of a network of tie ^lines ahd teleprinters" pro- 
vided and maintained by the IRC for a nominal charge 
if any, Hovever, since, no interaonnectioii exists 
betv^em the IRC's, a non-V^estern Onion (WU) customer raust 
stibscxibe to services of more than one IRC if commanications 
are needed to all overseas destinations. 

Telex and TWX services between points within 
the Continental United States are provided solely by 
Western Union, Thus WU subscribers have accass to all 
overseas points- since they can interconnect through 
WU witn all of the IRC's. However^ under present FCC 
r-ulas- WU a^ubscribera may jiat .use jtheir. terminals . _ . 

conununiGate with' any IRC subscriber, and vice versa, 
nor may IRC subscribers use their tertninals to conuTtunicate 
feetv^een each other. 

The Commisiion released a Notice of Proposed 
Rulernakiiig4 4/ on December 9, 1976 in which it ordered ^ 
that an investigation, ruleniaking and hearing be 
instituted in this matter* 

10 , Resale and Shared Use of S ervices and Facili ties 

On June 26^ 19 74, the FCC adopted the Notice 
of Inquiry and Proposed RulemaKing concerning resale 
and shared use of conmoA carrier services and facilities* 
The Commission invited ^minents on a number of issues 
which raised^ in^ various forin, the basic questions 

"•..whether, and under what conditions, 
subscribers of the various service 
offerings off conmunications comrnon 
carriers should be allo\^ed to resell 
such services ta others or to partici- 
pate with others in the sharing or 
• joint use of such services, and/ if so, 
- whether and to Vhat extent the Cominiss^ion 
should regulate arty such resale or t. 
shared use, '•45/.^ t / ' • . 



The Commission released Report and Order 

on resale and shared use on July ^1 6, 1976, in which 
the following definitions of rasale and sharir^g v^mre 
established s 

" Resale Is the subscription to communi- 
cations servihes and facilities by one 
entiti^ and the' reofferlng 0f conmiuni- 
cations services and facilities to 
the public; (wxth or w^ithout * adding 
' v^alue^) fpr pt^fit^** 

" Sharing" 1^ , & ^noH^ptbEit arrangement . in ' 
VsThlch a^v^al' use^s iolllptiveiy use \ 
t commmiq^tion^ 36jrv^ces arid facilities ' 
pzovia&S \^ ii^^ a^rtlp^^ i with each us^^ 
paying ^ti^iVCQirrtWJ^ relatea c6^h& - 
associmt^d&th^ to ife%/A^ 
pro x^Ma ^^^ coinmiinlcatlqf^V 4 
fiervlaes^ j^^afrili:tiea . "jj/ ^ .d^j^ 



The essehj^l findings pi tl^-FCC Report and 
Order with re|levatJio& tm ^inteina^lona 
tions are'^ as- ^^afds^i A^T^ 'v ^S'rtf:'*'' " ^ ^ S 

"V^e 'find that there are-^b ecoMimia ' 
justifloatians^jlor tKe- partial -tfetentioh: ^ 
of §uch rastriations , and we addordingly 
find unlimtid;,:r and sharing of . ' 

private line'services ( Including those ' 

off the Jnternation Record Carriers) 
I- to be just, and reasoriable . ffowever^ 

the record does not support any change 

in the restrictions or^ NTS..*" 

"P^e find that an entity engaged in the 
resale of coriimunicatioris service is ^ ' 
common carrier / and is fully^ sibdeot"' ' 
tp the provisions of Title ri of. 
the CdlnMunicatiSns Act." 

''B^oaiise sharing does not constitute 
the offering of a service by one entity 
. ^ to others for a profit^ wm find that 
entitles engaged in sharing arrange- 
raents^ are not Subject to ^regulation 
UiXCier Title II of the Act,"' 



"WeVfirtd that: oiie ejsceptiop, there^ 

is no. reason to regulate a resale conmon 
carrier any aifferently than any other 
coOTion carrier, The exception is that 
we find the pufilic interest ^ill be 
served by alLov^ing open entry .into the 
market for resaLe Be^»^s^ and thus 
. wiv do not requlrB a/^peclal showing of . 
^ public need for the particular aer\7ice 
\ ^B^i^ proposed as a condition of 
certif icatiofi * "47/ 

/-. 

Am result of this decision there will, "be 
a departure frora the tradition in the oomiuni cat Ions 
industry where carriers ov^ning and operating traiis- 
mission facilities generally supply a Gomplete 
comniani cations ser^vice directly to tto^, ultimate user, "£8/ 
The impact of this deei&ion could have a profound effect 
on international, teleconmuolcations 4£/ 



Despite various petitions for reooris ideration^ 
^ the* Conunission affirmed its policy requiring re^sale 
and ahaying of private line caranunlcations services 
anfl faailities: in January 1977: However^ it stated 
that this policy would not eKtfended to International 
services at this time and that a sepa'rate proceeding 
.-would be instituted in this area* 

■ / 

11* tearth Station Ov^rnership 

Earth Station pvraership was an issue even 
before the. , first comjnerclal coitmunidations satellite 
was launche4 in 1965* This was due to the provisions 

the CoiniTiuni cation 8 A.ct of 1962 which provided 'for 
multiple owners of U.Sp earth stations, in the Act, 
COHSAr Was specifically aatbori^ed to "own and 
operate satellite terminal stations*' when licensed ^ 
by the Comniission* In addition, the Conttnis'Slon was 
aul^orlzed toi 

grant appropitate authorizations for 
the construction and operation of each v 
satellite terminal station^ either to the 
corpo^atiori or to onte or more authorized • , 
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carriers or to the corporation and one or 

more such oarriers joii^tly, as will, be it 
serve the public intereit, conveniinca, 
and necessity, ,. "5£/ 



The Commissidn' s initial decision 



• , — — " ^tt^t^^aj. wicwioiuii in May xsg 

authorized COMSAT to construct and operate the first 
three U.S. earth stations. in 1966/ the Coimiission 
changed the ownership arrangement and authorized 
COMSAT to own 50% of each earth station and the carriers 
the other 50%. COMSAT was granted the responsibility " 
m operatrnt the earth statipns for the earth station, 
^^f,^?*""""- ownership and operating arrangement/ even 

.hough an interim one, still applies today. 

, _ The opinion that "the current situation lacks 
, incentive for the record carriers ana''XT&T to expand 
4 th^ use of earth stations"51/ has been eKpressed by 
sorne writers. ^ * ^ - - . ■ ^, ■ 
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CHAPTER .'V 

, ALTERNATIVE ItJDUSTRY ARRANGEMENTS SUMMARY \ 

This chapter sumitiarizeB the alternatives which were 
developed in the major studies referenced in Chapter 
Seation E, While there may be additional alternative 
industry arrangements for each industry segment^ only 
those praeented in the above studies are sununarized , 

The alternative industry arrangements are divided 
intp four sections i single eo,tity, record industry^ 
AT&T, and COMSAT, . ; 

B. Single U^S, International'^TelecomnunicatiQns Entity 

The concept of a single entity, rather than mUltiple 
independent carriers, to provide international teleoonmuni- 
c^t^qrsi^^iervicei is not new* The majority of studies in 
th^S; ar|^^has assumed that the single* entity woul^ most 
likfly be^a oarrier's Qarrier lijce COMSAT, and would 
provide all the transmission facilities (submarine cable, 
satellite) high frequency radio, ete.) rather than the 
services at the retail level (i*e* ^ telephony^ telegram, 
telex, private lease ^ etc) There are a n^^^r of issues 
such as competition, innovation, and the complexity of 
service and customer needs, which are generaily accepted 
by these studies as precluding such a consolidation at 
the retail level. 

!• Single Government-Owned Entity Alternative 

Very little research has been reported on a 
government entity alternative. The U.S. has normally 
viewed telecommunlcationa as a basic service most effec- 
tively provided by the private sector. Indications are 
that the relative cost of service, to the consume^p^is 
much higher in other deveioped countries!/ whrfre ^oveVn- 
ment entities provide the services. 

Besides being aaaiiisi the existing pattern of 
free enterprise, the el^aMiphment of a single govern- 
ment'-owned entity would ^'involve a number of major 
practical, problems. Karydes observes that when a gover 
ment entity is involved^ ''^'unding of, telephone servi^ 
has had to compete witlt other and usually mdr^ compelling 
demainds upon government funds ."^/ It has also been not^ 
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that "A.^major problem at the outset ol itnplementatilbh^ iot 
the single entity) would indetoif ication of COMSAT anfi,. J 
other carriers. "V far as reg^iafeiori is concerned, s 
Transcorrm states "fntensive regdiatOry effort would still""' 
be required. The current Pbstal far^ice organization is , 
an exaniple of this situation. "4/ Gabel observes that a 
governinent-owned single entity%?ouiX^ provide' "even greater 
opportunitieB for establishing add^tioiiAl. vice-presidencies 
in a regulated^ government-sponsored monopoly Another 
factor to be considered is that ''th# 1q#s in revenue tp 
the private smfe^ of the eqonomy .TOuM not be inaig-^ 
nificant."6/ " ^ 

As far as theoretical bemefiits versus costs arfi^ 
concerned, it has been suggested thit^ "* Success of such an 
entity wuld depend on the governTOnt'a ability to ihsuldte 
it Iroin •political influence andf.|fc^ provide it with a ^[ 
certain amount of organisational. bo that 
it would have :^i^centive to opei:at# «iS£iciently . ^' 7/ . ^ 

■ '1 ^ ' '.. 

2. Single- Pr iva^el^-O^ned In tity Al ternati ve ; 

A considarabie aiTiiount of raae« has been ^ 
devoted to the concept of a private ly-^o^m§d single entitf. Ir 
supplying international transmissiojn dEac,^,lities. ; The 1961| 
Presiderital Task Force on Communications VJ^'olicyS/ advocates 
the e&tablishinent of such an entity p^oposefe that sucli ^ ^ 

an entity would: > ^^ > y - ^ 

a, Promote facility optlini^atlon and achieve 
available economies ,of scale ^ 

b, > Further U.S. foreign policy obj.eot,4ves 

c, Help resolve the mmMlim ot COMBAT' s role -. 
and function ^ V -i 

d, Resolvg the problems Qi thmLTRC industry , 

e, Improve the ^prospects of effective regulation 

rjte report generally concludes thafc th# then existing 
teleconununications environment with. itM attendant probleina^ 
many which still exist ev^ today ^ pr^^^nted insurmountaJble 
problems with respect to effective «OTp^ition. Unstable r 
competition between the transmissidini- suppliers ' would lead 
to regulatory safeguards, thus permitting the technologies 
to develop on spnjiQ basis of accomodation rather 'than cost. 
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The^liigrle entity wuli consolidate transmission .and 
^witqhing plant , or thei carriers ^ exploiting economies 
sdal# without any preference for either tedhnology/ 1*4, 
^ff eating this fcransjiiisaion highway or pipeline ^ ' cos^ts 
H0ul& ^ecome easily identifiable and\rate structMref Would k/. 
b#coitia simple, / * ■ .. * 

In "teummary^ th^ Rostow Report advocates a single 
ti^anitnission-ohiy entity vhich, would be subject to 
strahgthaned government regulation^ and would ^ot/f|tgage 
ij^ :idQmestic services or manufacturing, Shoulfi k single 
tiiitity not be adopted, Rtost:ow advanced that " the '^capabil^' 
ities of regulation b©^ augmented along with the' ^ ' ^ 
di@^valppment "of rate-inaHing abilities . 9_/ 

f^ter studies generally conclude that no pressing 
ca#e..qan .be }ifiade for a single entiiy i Gabel notes that 

, pea report oitm^d little supporting material and alst>, 
^W,at;^"While conclusions o£ faith are necessary in the 

-y#-i^i-ffi^ 

realities of corporate bbjectives. ''10/ :Black goes into 
©Ktensive analysis of the theoretical ^assumptions . and 
qOAcludes that, "Sd fajc as^^. technical and economic 
considerations are InTOlvad^ the argument for a single 
entity -bombining featellites and dables ^oes not seem to 
hm so strong as that jfor singl.e managemint of cables 
ai^d single management , at satellites,- The argufnents are 
mmn ^^eaker if a policy of single technology per poute 
is linplamented^"ll/ * ^ 



If o.ne were to. review the various OTt-'SponBored 
atudias a -number of 'key factors are indicated 1 

a. ' The achievement of greater jeconomies of 
aq^la through creation of a single entity is not necessarily 
a Jraa^Onable expectation # 4s noted above » 

b. Assuming .that ^uch econoiffies of scale did 
Ofccpur^, there is no guarante#-that the savings would be- 
fl«^wing through 'lo the consumer , 1£/ 12/ ' ^ 

_ c. The presumption that foreign ^administrations- 
\Mrok4ld agree to competitively reducing rates" clearly 
appears to be unfounded , 1^4/15/16/ \ ^ 




Kmfchjir thian stWE^llfy regulation^ a single " 
L^^y: aow4^ fe^t much pdre difficult to regula!te'.iZ/ii/i£' 



entity 



' e* Ho^«V#^ limited the degree of present competition, 
the. substi|;,4ti0]ni bf a pure tranamissipn monQpol^ could have 
perious and sociAl drawbacks > 20/21/ 

, Asid^ ffrom the, key f aotora whiqh confront the j 
a's sump ti 011^ Ofi the 1968 Report ^ a number of more pragmatic 
prdblema h^va h#eh rec^gnized^ Traneconun notes that eadh 
of the- eiil^ ting Garrier| ;serv©s a "diffferent submarket 
witft con^^gu»ant differe^nGes in orientation^ emphasis, 
personnel tod tke like** Choosing any one of these entities 
will requl^K:^ a'yfc^B tan tial change s^^u , "M./ A relate* view 

-from anothi^r atudy concerns the influence which operating 
carriers woulifl y%£stn in the industry once a single 
entity fcafc>lisiifed| Gab^l states "Theye would* be no 

^alternative #s'trarismission supplier^ merely different 
techndlqft^^ probably uniform prices,'*^/ 



A h#^vy regulatory workload is generally recognized 
as tesultvin^g tzm!^ this alternative* Transcomm^ notes that 
^'^Al though lorn© . ifegulatory problema will be mitigated,., 
others wilJl. not and new ones inay be added ,The regular 
tory .autbOJiErity will have tp ensure a balanced and efficient 
carrier grolioy control .rates ; if no t^' develop ne^ forms 
of regulation afe well*"M/ G^el observes that there would 
be/ "a subrfcantially gi^eater needt to conduct co^t studies 
• gjajf^t.ed basis, by service classifiGation" and 
''fair intenaive^^^ bf carrier Investment 

\r)M would be required of the Commiaslon than has i^'f 
^j^ftf ^^xeiroiisad 'h.erato£ora. And, it would not be aided by 
adv$rsa.ry pr^^senta'tiori, Yet another view ii that "most 
of tfoe r©'(|ulx'iid tools (for regulating a singie entity),*, 
raijaain to da ve 1 op 2 6 / 

■ ■ ^ . ' _ ^^y^^%* 

th^t^^ ara also a number of subtle problems which 
could aria^ in the case of, a single ^entity transmission 
supplier* ^ha CDnaumer rates for services over light 
traffic :rouitei are at the present time cross'^subsidized^ 
by the rat^$ services over the heavier routes. In 

the case, of aoni^uAner rates for international telephone 
service it would appear that light traffic routes?' are at 
present aub^ Wi^^d^^^^^the heavier, routes , as the Basic 
(weekday ^lErCte is essentially uniform over /most U,S, 

overseaa /whil's none of the studies endorses cross-" 

subsidy^ tw^ ^'^^op it as a significant point of 

ponsider^^ti^^r /jrranacomm suggtpB^s ^hat the singl/e entity 
might con^#nfc^^«e on the largest most efiiciaht facilities 
suitable , to Iwfe path^ without recognizing, that "cross-- 
subsidies may required to ensure either sateljLit^ or 
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cable s^yi€?^ |t9, ^he;)>±gher CO thin ^ = . 
r©utes]fV*'2l/t^f^ ^ som^hat siinilJa^ vein, Cole suggests 
that, ^ile thf^e is some evidence that a degree of geogra- 
phic cross-sufoaidiiatic^ may exist within ^a, particular 
iiitiernatiohal a©rvic^, "it is not suggested that this 
, Should autpmafciaally be tranalated into higher rateC her# 
ver&us lower rrates there, as there are many other consider- 
ations . 'l28^ ^ ^ , ~ , ' 

Gabel in^aicates that from a standpoint of histoi'i- ' 
cal precedent, the concept of a .single entity is not - . 
'desirable* H®, observes that a report prepared several 
years aftpr tha 1928* British merger of telegraph ca^ble 
and\^the newer CHF) radio ^serviGes concluded that ^"the 
radio ' compani^:^ which joined the n^rger appear to have 
'sufSered. disproportionately due to the factUhat the cable 
inte^:esfea,'hav#^ bee^ protected to the diB^'dvantage off 

' radio /'*2£/"Anotoer- case^ reSerenced was the 1943 

coj^sQlidation p| Western ; Union and Postal Telegraph ^ whe:^© - 
th^^ merger not onl^ f ai^d to sftl ve t he^ prob lems Vhidh _ ____ 

"^c^dr^the ^irKa ^ut also compoundled them .by capitaXXaing 7 
the» value of thm previous .entities and by eliminatirig 
service cpmp^t^tion, 30/ He notes th^^t.' "While the Co^nmission 
would^eKercia^ ^^verview of the r^^-^se investments ©atab-- 
li shed by the la^w Carrier, non-plant elements (organ^aation , 
> franchises, etc^, ) have the facility of getting, into the 
(new) rate bas&^ in any event * " 31/ 

^ . ■ . ' ' ' ' -f 

The problem of how to efficiently promote tTO or 
more oompeting tranarai^sion technologies and to ensure ' 
that both are fully' developed and,|^miomi^ally expioit^d - 
are serious obstacles whfen conaide(.^K a single entity 
alternative. Whether or not a sin^P^entity would acconi- 

^ plish this task is unclear although U*S. policy .wltoii^ 
respect to teohnoj^ogy is specific in this regard/ The ^ ^ 
Cohimission aiated "The public iritereat requires that we^ 

.pyompte the continued development, of both cable anS 
satellite technoipgies and theit most effective and timely 
applications to meet further reguirements ' for interhaticinal 
conununicationj^ ^#rvice"^/ and this statement has b^en " 
confirmed over subsequent years. Yet another consiaeratioa 
is, that both satellite and submarine cable have continued to 
undergo rapid^ substantial technological improvemTOt"over 
the years, with jusither becoming th'p dominant high capacity 
source. In thii regard, Tranacomm observes that th^ atingle 

entity approach wuld not resolve the problems of propor- 
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p-.^|lpnal fill and cpfnposite rates. ;Transcomm states, "The 
l^formei;' area will fsi^ll be a problienV related to new invest- 
ment decis'ijonsr depedially on existing routes that have 
.excess satellite fer Cable capacity oi^ ones "for which: ; ' 
foreign entitie's lh&ive' developed a strpng political 
position. "12/ Gabei notes that "We can anticipate "that/ v 
giv^n the opportunity, ^ jtransoceaniq 'chpseri^vi^nst^ 
• (single transmisfslon entity) would, prom^ie system optimi-*, 
zatdMh only in the sende of... maih^Miniilg'inarket domina 
tionT^H/r • • ' ' • ■ W \. \ 



final observation on the poten^tlpl technological 
.'^^ impact of a single entity is "Any trend tOT^ard* development 
of satellites' to the exclusion 'of / cables vwpuld decrease !> 
. the reliability (i.e. , redundancy and diverk.i^^) ' of the 
co^Tununications Systein since adec^uate batfk-Up facilities 
* would nq^tt'i be availabli^ in case of ,service outages , "M/M/ 

".. The impactvOf a sing^jLe entity upon research and - 

development raises ^ci number pJ5 (Questions *^ transcbiran 
implies that/^the R&Ll functions > including submarine cable, 
^ could be transferred to thfe single entity, TranBcomm^ 
states , "Alternatively , iniqluding the cable r'esearch ,r ^ 
development and, manufacturing' or gani^atiQ|is of ATST- and ITT 



. would balance the satellite research^ amd l|tevelopmeht 
capalDility acquired .from COMSAT 11/ Cole, however, ^ ^ 
eruggests that it would be dif f icJult rif not 'Impossible to do, 
"one soiu^iioh* might' be for some typleVof contractual ralation^ 
S'h"ipV to be established between the iSew 'compafty and Bell 
iabs/Westerri Electric. This could, prove tr^ublps^e to 
^effect as 4-t woul(^ clearly reguire JL^g^^Wt'lori The other 
, c ^a;pproach (i..e. , break oj&f Labs/ 
■ submarj^die/4abla technology) 

;dOqs Jnot appear -tp be feasible fit ehould be 

"rtoted that Bell Labs, which provides^R&^^ both ATsT 
ai]id Western Electric, is funded lapprok^^ ' \ ^ 

• Weatdrn' Electric ' aigid^^ AT&T/ the Ikttter through the Lidense 
^ ^ Contract* Fee acceiSsed: by Aa?&T. Headg^atf .Ifwhich is, a ■ 
, : perdentage' of ' the operating Vevenues of the/o^<itating 
telephone companies) ^12/ ' . ^ ' , , ' 

: Finally the Potential Reaction of the. foteign 
correspondents to a single U;&." entity" is viewed somewhat 
\ diffeirentjby amorig l^he studies. Transcomm suggests that . ^ 
"Go^SoIjldatioh into' a single entity, would pgenerally lessen 
the -ability of foreigii^ ent^^ to -^direqt^y; influence the 
^ *grow:th of onfe* trlansmissiori m^ over anptfier On . the 

\ cither hand/ \Gole p^^ .that while there wdUld be a 

• hiinber of potential bfei^ief its ,in this-area (i . e. / reducing 
- confusion -ahd promoting a stronger 4 position) , 
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".tiiiite .Would, f(^r(^§nstan't-^na effe^ regula- 

tory review, however , to ma&^ sura'j|jiat there was .no 
; doliualon of undesirable/ traMeo££i!,^j.th the fdrfeign* " ' 

' aorrQgj^Qndents. "M^, . ' jift v^'U " ' . , ' 

> C. Alternative^ Record- Ttoiuatrv Mrrange^ • 

■ The international rOTbrd carrier jStructure ^ : ' 

is dominated, by three large carriers, RCAG7 iTT, ' 
and WUI* A fourth, TRT, has been expanding in recent . 
yeaps and the two remaining IRC* a are the relatively - - 
small carriers/French Cables; and U*S. ^Liberia Radio, 
(a Eirestona iubsididry) The structure could be dafecribed 
as ^the end result of a , long history of ' regulatory attempts 
to •promote competition rthrough multiple carriers/bfeginnin^ 
witl^^^the Duplicate Circuit Policy 6.f 1928*5^ ,Dl^^itS ^ * 
relatively ^formidable opposition from the £ore4#h adminis- 
. trations. ^in the "1930 's .and 1040'% the regulator ^ubs^tan-- 
•^©l%y achievjBd. th© original goals , ^ ^ . 

i Following tl^^ :intto4uation of intetnation,al submarine' 
telephone cablj.^ ' (l9f 6) and. satellite service (1965) , 
the rapid expahsibn'' of', international telephony resulted , 
in the decline of ^^"ha international record industry from 
itp fqymert clorttinatfce to approKim^ely 20i of the inter-- * 
national circuit reqUirementi in recent vears* 

Massage telegraphy traffic growth was' nofhinal prior % 
to 1956 and^slg^iicanftly lower thereafter/ whereas tele-^ \ , 
phony trafSic ^was' growing at .a substantiaJL rate^lJ/ (See . ' 
Table 5rl*) ^In.^1964/ the FCC in effect allocated the 
alternate/voice data (AVD)^arket to the IRC's via the 
TAT'-4 decision, \ One industry authority suggests that the. 
reason for thif decision was concern, that telagraphy^ the " 
ma^or revenue source of trie iRcrsr was slowly 'dying and^^. ' ^ 
that the survival of the IRC's and the various services > a, 
^ Jihey supply could be 'in jeopardy. M/. The fact that the " ' 
^^^ecord indpstry^is reasonably healthy today howeve^ can'.|^ 

probably be attrlbuttd to the rapid growth of .telex* " 
* service replacing^^ dedlining telegraph revenues - as well ^ 
as to the allocation o£ the AVD market in 1964^^^ \ 

The following nummary examines various alternatives ^ * ' 
for industry /structure or regulation of the -international 
record;^a^rier industry and also examines tjhe subject ^^of '^^ 
CQmpetj^^^n and its likely impact. 
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avera^p Growth Ratp '^frag% Qt^i?^ Rate• 
'' j^v' ■ '''^ ' ■ Interriational %*^;^'internaMori^l: ' 
yime Parlod T e 1 e q r a ph Message g * , ',T#lephgn9 i^^^t4 a 



.1946-1956- 4, , 3.7 

1956-1964 l.lf 

196B-1975 1^1*3 

19il~XBli y -4.3 




19.0 




30 : 7 



♦Average growth rate of telex wh|t:h • began in 
U 



64 isi 




1965-19751 
1971^975! 



31.3% 
27. 9« 



SOURCE I OT/ASp Report , "K^Atage Growth pf Tetecommuni- 
eations Data", j^p^338, 621, and 83^, June 1976 , 
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■ Stetgln Status quo AiiWfeive * : t 



41. 



Thm major study of alternative lnduitr*^\Mgtruotura, 
fori^ha IR€'s ^as :cblnducted by RlchgLrd Gabal , first 
altfernatl^|^;^nsldarad was retention of the sta^^a^, quo in 
whioh Gat#a-^iniKes the following observMtidnss ^'i^c^^ 

, . \ ^ ; . ' ' ■ " ^ ^ " • . ' > 

" [Jludging,^ however r f rom tf^ earniri^s -^fc^ ^: 
:v , %of the record carriers, savings 4^v. have beeri^ 



internaligea to tha cartrifers. 45#^ . >l ' • ^ 

' ; -\ ; -•'k:^\ K ' 

— '"The, persistence of . eKcess tran|misBion ' 
capacity ^^^^ industry is indicatlye of; ^ I \ ^. 
poor investirtierit tlming> overly optiwistid 
, ^demand fQre^^S;^8^ a penchant for rate^/^base . V 
; ' * / davelopmen^t^ ol possibly all .three. ^^4;6/ V ' 

; ■ Along these', aama lines, ^ Star^ford Resealtah * 

Iristitutar stiiay aygg^lsts, ttiat therp is eubetantial dupHn-t^ 
cation ol^^J^RG investments (comRUtar switehing an<3 .^ar^is-i ' 
.rrtissldn faqillties) With i the resultant affactt of ^i^^aaaing. 

,cos€s.47;i^; . V ■ ^-^y^ . _ - . ' . 

^ ^Gabel eonc^dps that '-while redundancy of plarit 
tacflit^s can contrlbu:te td higher tiosts, thay^pre not 
nacassarilm controlling, "4|/ felven^changas in the atatud 
quo^ "More^ffectlve management' (^^ greater ' 

taughtnesa: in adminiatratiQn ^y tha^ compeMtije^ can be ■ -^v^ / 
more 'par sua sdva in affecting dvarail^cost ^ ^operation. "493^ ^ 
Presently howavar^ "It^ is common, for Harge iiitarnational v^ 
coimiunicataibn^custdiriera tp hava two/^'*Mir%e ^nd as!^||ieLny as ^ 
five teleprinter mirchinj^ sitting mLakil^ slde.^. * competition!^ 
(undar these clrcumstaWces) invariably^ ganera tea duplicate 
facilitiea, and addttronal costs* "50/ Gabei then goes on 
to note that/ "It is not clear whe^et the advantages. o£ 
duplicate su^plier^ outweigh these costs,'* 51/ ^ , 

Past regulatory decisions have been suggesteSvto 
"bode more strongly of carta! management, rather than j 
public interest ■ regulation. The Commission appears to 
have been concerned that each. member of the industry 
obtiin^ita 'fair share" of buainess , "52/ As'one industry " 
authority remarked r orientation of mu^ eKisting regula*- . 
tory policy is* toward "iipney honesty" (i, a, ^ keeping the 
books properly) rather than efiiciencyi much of €his is 
traceable to the thinking reflected at the time the % ' ■ ■ ' 
edmmunicatiohs Act^of 1^34 was written. 53/ The existing \ 
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■■■ ■ ' # f^V^' ■■ ■ ■ , ^ ^ •/ 

l^g^l req^Jiiraments foraa the ■IRC's to conneat * 
tltgir circuits between the qvS, gateways and th^ Winter- 
' lariA via Qt^r carriera"','^Wes.t|rn Union p^^iitiapiiy ». While 

4he4jRC' a .litaralj^Sia^at^^ the. AVD marka* (ATaT ia^ 
/ barred) ^ they sQrq^iihi^:^^16cked .firom 4t44ifei^' more 
efiisient multiplexihg and eeverfily ^eatrai^ed 

.fr^m ariy imd^ket^ wrhepe ^eii a modicum of Com|iut^r' prOcfess^ 
^ ing ift MvoivediM/lP r % 

^^Jfhile^^^ b^n some technical innovation 

and some substantial rate reduetions in th^ p^^^^at^ 
lease area, rate .reductiongghave gfenerally ^^^^ > 

V in the publiG message^ arsa^ arqa, the ci^^lerB 

prefer, to q^^^pete on the basis of 'service enhan^^^ent ^ " 
rather than price. Gabel suggests that "0^ the surface, 
a^d in* view , oj the past level o^f industry 4ar^i^s, it 
would appear that considerably, larger and. ttioffa ' ^ . ' 
widespread rat@ reductions 'Couid-haVe been orde^sd ^ 

^ after Investigation* "M/ \ ^ .* ; - V 

• . ' - ^ - ■ ■■■ "^^ ■ ■ . f ■ . ' 

While It has been s^aggested that a h^ighe?^ degree 
of coppetitivenesf woul4' resol^^ the rate ted^^tioi^ 
iss^e, recent events highlighted by resale arjd lshat^jig 
of, .services and. facilities would ippear t^^^e Reading ^ v,, -* 
toward more cQmpartmentaliEatipn of ^he indtystry • The 
. ' recent Report ^ and p^der of thcFCG Docket pn^ Resale and 
^ Sh^ring^i.Nq* 2009J and tlie Goittputer .lngul%^^ A 
/ -*.No, 169 79' propose opening the dopr to an i^iiinited ' 

, number of hew, parrlera autho:^4 zed , to com ^gainst ^ ^ t 
*V the IRC 's ih^fche^r private leaf f n\a^kets ^ 'to ^ejl new 
. computerized .services^ .^nd ^;n some cases to possibly 
encroach upon Various eKistihg lRC markets, As^^t^d 
previously ^^^Uie' IRC' s.^oul*^^^ effectively^ batre^ from " ^ • 
the new marfi^e (uriiess th^^ armVa-l^Ogth 
isubsidiaBies)^- although ^ the ifne between ^^hai^ijeefi^^E^ , 
a basic coimnon carrier service and^ thei s|ime seryice plus 
^V'^SL hio4|.cum of computer processing , ^ noA .0:3,^at . The 

jeomplexities of this situation have not been ^® solved; 
the Report and Order (international aspe^t^^hke P^en 
stayed 'and the Computer Inquiry^ continues ? Coie ^otes 
thatxopening. a&RG\ pri jferjcets^to ejctensi^® 

compatiMbnva^a^ public irtes sage services well. 12/' 



. g * / More Effiaotivi Regulation Alternative 

Gabel Indioates that mori ■ effectivtf'Migulatibn 
could ;a£f"ect substahtial impjcovement withouMequiring 
'^«#tructi»ring o£ the, , IRC ihdiistryi He' examines rates, 
bbaarving that eaBentiftlly the same tfate structure has 
, been, in e£fe0 for SO years and that FCC activity in ' 
this 'areas h^s been notably absent. This • study . 
observes that^ "The few major rate reductions which 
have taken pi ice since 1958 (telegraph rate case) ' have' 
been largely in the internatianal private line area with 
limited, benfficiari«is, "ii./ , ' 

GaJDei; spgests that there , is opportunity for ■ '.^ ^ 
restructuring^oi rAtes , "The fact .that the; industry * ' 
. maintained the ' present mes^ge''rate structure,vvpir.timlly 
intact, for oyee ^ifty years may be evidence of ' its 
clairvoyance or .it may be evfi'denqe of ossification J' SH/ 

fte suggests that tha 'commission inve^tiga,te^ the' rate 
pattern of both voice and record' {t^J^agr|||',^ telex, 
data chahnel) services. The logid if raiA^ 
such as • disparities in rates (where . thtf rSbe • to one point 
|i#j,low#r than the rate to a clofer painC) is one area 
suggested for exploration. M/ J^ilowing these steps', 
• Gabel re^ppunendS application of #the "Bellwether Doctrine " 
The Bellwether concept'^, refers to the 1958 Commission . f 
statejpfi't, "tye intend;. |d ' authorize a level of rates - 
hereiS generally designed to meat the fair rate of 'r«tuin 
re^ir^,ments' bf the mos.#krofit^^i^feneral service * ■ 
carrier , which we hdve determii^ti^^lWWu^CAC' for the 
purpose of this .proceeding. 




AB tar ae impact upon invastment^ is .concernaa^ 



GajDel obsarvas I 

# ■ • . . ' ' 

^ "The i^ustty has ,been ahat^d^^rlzed'^ by^ eKcass 
/ ,^ ; capac^lty In^transraissiom 

« reduiiiaanGy in- customed ^-^^t^ 

(printers T as weM as euspeGted over oapacity^ 
o( BwitQhing and|j computer equipments More ' 
/ ^ decisive regulatiion could improve these situa-^ v 

^ • fciona even unde|r conditiQns of '^dependerit " 

^ aarrier operatiiftn. a firft stsp^'would ' ^ 

require univers|kl inta^ra^ttection of all 
record carrier^. Application of the "Bellwether" 




doctrine might compel^ the lass effica^t 
carriers to eKpiore^ lease arrangements 
in" another ' s computer and switching 



systems* 

Review of the Authorized Ustr .decision (limiting 
COMSAT to a carrier's ca^tier role) is suggested by ' 
Gabel as a msans ^for elici'ting mprrf competition in the 
AVD (private ^eaae) market* "Whl^e the market structure 
of the international communications industry -is ostenBibly 
oligopolistic, effective competition itfc-m^^nlmal^^ Gabel 
points out that on one hand COMSAT is assured' a market 
thrOfiigh satellite and cable "balanced , use" policies / and 
on the other hand is prohibited from dtirectly serving ^ 
the market through the Authorized User Decision* 6S/^ ^ 

' Gabel suggests that^ "At minimum a rule^making, 
procedure wovLld,%ave to be. undertaken by .ElCC on the issue' 
of mandatory interconnection cind reclsion of the 
Author,i^ed User doctrine * "66/ Gabel' further suggests 
that should findings .affirm theSe"^^ ^ a two-year 

interval for review and monitoring of results wduld bje. 
established and that this would not substantially ^nc^ 
thte MK|pgulatory workload as the' FGC would bfe monitoring 
ti^e IRC activities in any event 1 67/ ^ ' , 

' . Gabel suggests \ that a greater degree 6£ . 
compfetitiven^s would )br4n9 ^bp^fi^^^ benef its* ' 

Hg^envisions the entry^^S QpMSAT ^a^ , , 

(HFSt into tjhrs AVD market as^ringing a Hdigher degree of ' 
incentiye pricing, to. thi& market • Fjirther , ; "Unde^^ . . ^ 
conditions of mandatory int^torinectiofi (an^ signal ' ^ 
-A ...... .. - . J ' gyg^pj^Q^g ^Qy2.d tfindv tQ revert to ingle / 

!&bhihe0* ' ^ep^nding uf oii mar3$et\,pressure and , 
state of^^arnings> the record carriers might enter into 
' negotiations for utilizing eac?h rfther^s^ spape switcl _ 
oagacities ^ "M/ Thp st^dy suggests that technological 
cdmpatition would be aijcelerated by the entry of COMSAT 
^ into ^^rtipetition for the AV^'* market and that this wourfi p 
spur innovation* OnVthe otWer hand, it has been suggested 
thaji the AVD market is .njs^t , especially large nor is it ,, 
likely to gjpow eKorbi'tintly.ZS/^ G also sjliggests that 
as there are service tradeoffs ^ sttah a's innovative 
pricing in the public messagV are%- (teleKS^nd' telegraph) 
K increases .competition in the private lease nrarkets might 
^ . result. Zi/ ' >^ ' ^ : 
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3 • V • Duopoly SefVicg Altei'na,tlvt 



■ . f . 




I- 

Gabel examines the various poasibilitieB for a 
duopol|f and conoitides that the most feasiblff duopoly 
situ^ation would be to establish two aeparatfid trahamission 
companies I COMSAT for, satellite, and a company representflg 
the divested overseas pperations of AT&j Longil^ines Dis- 
iw^^^H?" facilities will continue to be maintained by 
the IRC s and the Bell System, Such an' arrangemeht would * 
require legislative change. ' - , ■ < ' 

"■ ' _ ■ ■'. ■ . ■■ ■ . , , ' . ■ ' 

• Gabel o^serv'eB . that With the iRC' s out of the ' 

transmission' facility buainpss, there might be hfead-on '"' ' 
rate';9pmjp^tition betwean the two transmission supplifersiS/ 
'^^S fWi' quallfiea- thft by alao noting that "they could ■ 
settl#i,jintp amicable market division arrangements ibcca- . - 
sionally stroked into legal frenzy as new construction 
*"t,ft9ffi^^,tions are submitted by the ,,cdmpetition . '3Z. 



Gabtfl suggeajbs that "To the i^lnt that pric 
of -overseas plant reflected leal costs; more .National 
economic decisions could evol^'e. So'me^ttoss'ibly m^gni^'^ 

savings qpuld develop amoqi*& ±RC's through 
*inij^ersal lijterconnection. "IM More, s^i^ally , univer- 



l^l^interconrteption among trie IRC • s p^^piversai^ ebde 
teomj^atibility are vifwed,,as.likelm,to .^^ material ■ 

sayings m customer twrmirial e---^"-'' ' '-^^^ — ' 
would ' al^^j -apply tia the to'ther ' 
discusBe'l'.v.i- v „ , . v:"^' 



.These ben&iits,; 
■Bs, which Gabe^; d-' 



uatajpn on,- ^he re^ulatbr 
aaauhie that the i trans - 



The impact o§ a dti%b 
wottl'€ be .relatively diver se| '^i 

mis.Bion supfpliers engage in .hard competitive pricing, 
tftere would be -no assu aiiy colt*, 

reductions would be- passed on to the. public "W *le "'^ 
.indicates that creation of a divestffi dable entity -would - 
^^fe resolve many of the old pro6len\^Und could create a « - 
^riety of new ones. Gabel summarizes th6 situation by 
stating The carriers cannot be- scored for operating in V 
their own corporate interests.. The ma^tfing link has befen 
effective^ federal regulation./.- The duopoly . Car ket arrange- 
ment coi^ easily; de vol veMn to a replica of 4he current 
acSon^^8?";t;",*?«o?pnied by aggressive regulatory 
action. S°/ Gabel further points out that* "if the 
^mnission continues to assume, the role of cartel = 

f?^®^.Vfa/"-'-^^^^®^"5"lit^l® would have been accomp- 
lished. *^ 
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■, •■ .*-:V'.' r^* I-*.!',' . 



this al^it&V 

' dives ti 




iat^th© carriers #oul,d resirife 
^^^ ;-'lri the' qase- ofl 'fl^TsT , 
r^ 0p^£^^^ be an 

^toiiitJ^Msfe sUit'Malready - 

mm^i^^M^ ' Gabel 

tQ. Sri^aa^ resources 
''o^bie'^ entity) pould be employed 



'ilied by 

Lng ou4 
states '-It is dij ^ 
(reiftiburepmfetit £rBI 

prdf'itabJfiy withi^^^^^ the record 

i '^Qpj^rati^tts^^^^ COMSAT/ Gabel 



qarriera 

observes t^at m^ht em^^ge. relatively unscathed at 
the initial stagesi^^iifi^ "if the^ Commission 

ware to '^It^er the 'pr^ortionita/ us doctrine ^hd the 
landline (terrestrial^ 'carriars' chose to eKercise a 
.'least cost' chdice in favor of cable technology* COMSAT 
would be bomgelled to adopt more progressive pricing 
policies .^'12/ ' \ / ' . , 

Trt% foreign correspondents^ Gabel suggests ^ could 
be unhappy^ith'^ this alternative Jor several reasons* The 
new cable carrier would have to ^Sssume the liaison rela--' ^ 
tipnships now separately maintained^ by ATST and the IRC ' s . 
On t*i^ 6ther Jhand, "it is doubtful If the latter (AT a T and 
IRC's) can be readily ousted from their previous negotia- , 
tjjig" role."|3/ thiq regard^ Cole suggests that the new 

oatel^parrier , not having the power and prestige of an 
operWipg carrier, could be subject %o exploitation by 
foreign. administrations* Hi/ He also notes that, in light- 
of tnis^ ahoulS. the new* cable comply be the ' negotiator, ^ 
"the regulator can ippnitor the hegiotiating process b^it 
not participate iri'^dttr (therefore) \thm probability of 
eliciting fiatisfactory .results would be minimal."—^ 

As fdr as inribvatron is coricejrned^ whire' Gabrt" 
suggeets that /duopoly could serve to .Enhance service*^ . 
innovationi "this i^uld b^ dependent up 
activity or inactl^fity. "Mr j^e Js^y ertharicing inno- 
vation observed in this study is to make price, the ^^^/qq/ 
determinant , of marketability of their (carriers) - ware/T^^SJ/ 



s ■ 




P* Alternative International Telephone Indus.trv 
Arrangements 



The existing ff^udture ofi^H&T .and the bulk of tJ,S.: 
dome's tic and international teleph&nej service which it 
provides are j|4Ktremely complex -^d' deeply integrated . 
Whenever al'te^atives to this st^ueture are considered^ 
the identification and evaluation of resoltirig. gide ^ 
effects beconfe crucial. The alternativ^ r^&fited here 
are related to International service artfi Its -^eiatively 
unique characteristics* • . ' ' 
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Among the ar^a#' Which inust be consfderad are hot 
y the direct impaota upon cost, rates, regulator/ ' 
^^W^ic cm^tieiB^ foreign relations, and the international . 

t^fcgaining procesfr^ but alpo upon the more subtie but 
'^Wy lee© substantive indirect impafts-. These isBues 

iAdludei behefits airived from th^Meconomiee of sbale ■ 
.^^related to the domestie trunking; and switching facilitij^ 
# which gervQ intarnational traCf ic under the present 
' sttuqture^ maintenance .of U*S* leadership in submarine 
cable technology (and related t^ade benefits) , .and 
traaition^i; cross-subsidies within the cuetomar' inter- 
natlbnai rate structure [few remaining domestic zone 
charges aad generally similar basic (weekday person) 
rates to maat overseas countries] . ' - 

1 * Retain Status Quo Alterna tive; . _ ^ : 

" The Cole s'^^^ori alteirnative international 
stractural arrangem^ts for AT&T first examines retain- 
ing the status quo.^^e study details the SKisting 
probiifemp7 which if allowed to continue can be BXpected 
to T/fftsen in the future!'' ' r' ■ ^ 



IS., InaBility to relate "^bsts to rates. 

to, Dl^iargeht attitudes' on the part of the 
n and foreign %di|iinistrat ions with 

regard io., rate refluct ion . • , . 
\ ' - J? - ■ ./ f 
4 ' Poor foreiftn rglatiotta, as a regult ,of 

. C&§£^,satel^4te jnar^ket - all^ation* ' 
■ V pbso'if^emq% ^laomf 'i^^^^ techniques : 

*^'W^,''\''^^^-^^^^jA^^^^^^ Wppiuding lack of 

\'J ■.«''lrequ0.^;^^thodol6gies for forecasting 
: "f? , J cird&t^e^arid, cost) Analysis-, and 
' detter-mifeti^on of operating requirements) 

- * . Ctfle' suggests that a result of theae problems, 

■ re^^iredyinvestment in the, future may be greater than • ' 

(through inefficient s^ection of Cacildties) . 
.-.^he '•^■gulatQry workload w« be increased because of the 
existing problems and the '-new ones which may arise. ' ffhe 
^ recent, .pjrpblem|,^n foriSign relationsKC^oul^'. deteriorate 
'f'U^ther wea]«enlAg U.S. in ttenat%iiar Negotiating ability.. ^- 
. The^iiv'S^, niay fac? future pro^lei# 'with I^Ki^^ COMSAT 





is phased Out" as manager. 
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2, More Effectlva Regulation Alternative ^^v ' 

' Cole Buuspats that the' probiems could be 
reeolved without ahangei in the industry structure ' 
or economiG dislocations if more ef^l^ient regulatiM^ 
.were davaloped\p Toward jthle and th^^fci^y - outlini'l'^^'^y*^^^^ 



a ntmber^of regulatoify gtaps ne^ 



.aeriAlnq Progess 




^pandad 
ability of 
this Qonte 
should be 
application 
tpntatiye 10 
ootmnunicati 



PCC in^hoiip^ capabiiity stiould be 
y^e the traffic^ 'po^t, and seryice r 

able jor satelli^^214 application. In 
finitive sat tof policies and guidelines 
ad .which would assist in evaluating 
in. a 12:p*day time' period, Alsd^ a 
ear piano should be'' prepared for U^a.^world 
% and updated annually. ^ 

Cab la/Sat a 1 1 it a Is s ue s 




Cole sees the alimination of all cable/ . 
satellite 'fdriii^ulae as a meins of eff eating better regula- 
tion/ requiring that the choice of facilit^ee ba ^asad 
upon cost and operational neads. ; * 5 • : ' 



Foreign Relationships ^ - 

- ■ ' ^ ■ •. ^ ^ ■ ■ ■ ■ ' " . ^ ■ ' : \ ' ^ 

EKpand#an4 maintain contactB with foreign 
administrations /. through planning seminars. The FOG ^ 
should also axatcisa Influence in promoting moderalSaly 
pficed cpmburiicatipnSr ©qua rates ^ and 

bilateral rate - reduGtiQns> 2^ ^ \ 

; Cole suggest that as far as rates are 

concerned^ "closer review of the (international) A 
bargainiiig situation vi^0-*a-*vis foreign ^administrations 
wouJ.d appear to offer mbtte intte 

rates than making the flacility license for submarine, 
cables a hostage."^/ Elimination of attempts to 
allocate or guarantee market^ segment (i.e* ^ cable/ 
satellite formulas) . cb|ild further lower the cost of 
service through more epficient facility selection. 92/ 
Black suggests tKat the ' "reasonsible -parity concept 6- 
(cable/satellite market aliodat ion) 'is in essence anti- 
competitive and> cdncaivably, detrimental to the public 
interest in the long run . "9£/ Grad^' notes that "the 



problems which have arisen -in 



iis are% urgently require 




to reliev^^.tli© FCC of th^. ^^! 



ffesoiution ah^ 
^ tions Satellite 
« obligation to advai 

Cole observ'is /that the improvements definal\ 
previously would reduce thfe (ragulatio^'yj tfasle ; 

araas* "i£ 'a g^ft and far ^^eyblBAfti^^ 
dur# were ^©d/ it wduld proba^li^ 

them in 120 days . The study ^ en^M^^ffihat savings > 

Would flow* ftom a variety qf sourcea in^uding 9 more , 
atandfirdized arid specif ip^^methodolo.gy as opposed to an 
ad hoc approach, a res^yi^K^ the oable/eatellite ' 
0ha:^ie issuer a reductiott^ ilgi the nttmbe^ of challenges 
(through ^ comprehensive 'pl*^n|^g pro.ceisis) , and others * 
"Long-range planning hee^svto take Injbp accourft both cable 
and satellite developments arnd needS iV^^nd .only the govern'^ 
ment can require the' ooiieotion and ^tpembly of* all relevant 
data-^while plannipf by intostry is llkaly to be based on 
-the cable o^.^a^iBllite cq^^ to , 

dontfnuhications needs a Cole cautions that 

" ^ . - - - . ^ . somd 

the fct^Pizorf.H/ . . ^ ^^i;. ^ , 

^ ^ J - ? : jFo^eig^ would benefit as a^esult / 

of .improved regulato^fry 'pro whiqh deduce problem ' , 

^areas such?' as regulatory lag (i.e. ^ d^lay in processin^i . 
!facil|ty appiications) and :pight lead to more etfective^ 
bargaining on rat^s as 'a *result of ie^ confusion, clea'rer' 
'^poll^^f and reduced^.^tenBion*U/ ' ^ 



^ In the areas pf techttologic^ improvements and^ ' 
inna»vatioft> the study suggests . that improved regulation . 
could li^ad tg :;the Introduction of new. id^s arid, services ■ ; ^ 
^ soopar than und^'r the Existing, syst^mi , An ^Kample 4^iven, • . / ^ 
4s the aSke of circu4:f ej^jasion devio#D\^hich "under v - . ^ 
the axistirig regulator^^^oceas. , , ca^\lse se'^rely' . ^ 
limited i^ application ^'orie . competitor 

There have :aleo been ce^mplainl^s by som#. carriers tha-^^fep. 
regulator .Has* undualy restrained multipl#:ting (number 
data; channels, .derived from a voioe cirauit) ^equipment 
Y^t aether source of objection could Gomar from Soma ^ 
tormigrk Atoinistrati^s coneerned with manufacturing 
mora s&marlne. e^l^^^ : * " ^ " \ 





■ i " 3 . ^fl tabliah Qyegseas Aocountlng Center M tar na tiv© 
■ y • ■ • ^ .. ' \ - r~~" 

. V>'^ ' The study eKamin^s estabiishment of a-separat^ : 
.overseas ATaT aQcouriting center as an* alteroative £or" ^ 
' improving international telephony operationSp This Aalter-* 
native would be complementary to the coneept of im^^J^ved . 
regulatioh and would direGtly a^ack the *f undamental' 
problj|m of hqw -tp isolatia -^he purely internationai tfdste 
'from' aomestie eosts within the iBell System* i?or* eK^mple , 
the same swijfthing jitatione and long haul facilities are 
used^ to conhect int^rhational traffic a a domestic traffic 
within the U.S. . continent . Although this preBente a 
difficult meaputeraent problem^ the deep integration of 
international service within th| Bell Syetera appe'^rs to ^ 
have achieved at least spme sigimfitiarit economies of 
scale not found elsewhere .iSi^' viv \ 

\ No immediate im^(|t upon ^rates is evide^it ' " , , " 
althpugh this altdrnatiy^^ provide the co^t/reV^nw^ 
basis for the regulator OTt determi^^ whather international 
.^l^es are just and reasoMble, f^ohce the accounting center ^ 
i^:^^lbstablishedi^ rates 'be affected due to tHe^lncreaaeid 

knowledge and ascertaiii^^t of cost tr^^eoffs.* . composite 
abates", (based on sateip^j^f hrid cable ^ utilisation) and thair 
desirability ^tay come.^?|^per qlo^^r scrutiny , "^^^ ^ . 

^ - * Cole goes on .^^vpoint oi|t that other rates areas \ 
which the jjegulator Gpmd now explore ^ould includes 

' / ^ (1) the d^feall contribution of overseas 
service to AT&T ol re^rn. / / . ' * ; 



,(2) _ determination of. crosB-subsldizatiohf if 



any^ -batweeri domastic ^4^^:v^etee§lB -aervicat * 

, y \ . ^- ' ' . . i-^ ^t''. ■ ' ' - ■ ■ . ■ ^ ^ 

1 " (3) dptermipatlb^ 'tof whether cost of service 
iy>truljy reflected In rates between different" areas. of the 
.^rld.'^ioa/ , ^ - . 

Thfe study suggests that the accoiinting dAiter f 
apptoaqfe'wouiy hav ramifications fdr t^e Bell accosting / 
sygt^m>^^%/ indicates/ with r^as^d to. the issiie of incr^- \ : 
mfentftl ve:^sus^Jully allocated costing, that it is *^#sfeential 
for^ the *^^gulator to^eKamine costs in diflereht ^ays. The 
accounting center appto^ch would necessitate both hdstorical 
costs attrdbutable to the ^ provision of overseas ser;^ice. 
on a fully distributed baiis as a 'b.ench mark % as well as 
a modified incremental approach for forward.^ rate- 
making purposes* -Mi/ ' 
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r^dl flagged for fi'haiff. 'fviture implications; "la TraEscc 
BUbs^dies and concluded tHAt +ha "5 Lfffi?"?.^'^ 




BUbs^dies and concluded thdt -the .impact 6f inftftut 
route route telephone rates would be relativelW ^ ■ 
nominal as "diatanee .'sensitive costs today constitUtfe' • ■ 

■4= I- impact of this alternat,ive upon the rLulator 

xs,;viewted %ft,Blgnif leant. Although %he •^IdrninistlK 



by the. regulator rtay be' slightly ' irtcreaBeff.r 
53^'i:*^y^uW outweigfr the losses 

be in a ^ battar position 
..*l>^R^^^c6e ,^ frefing resourGes expen 



7 That 



to >^ 

,ing, the needgd dat^) *tQ othar 



ai locative 
is/; * , the 
assess X4 
in the _ 
regulatd 

■^'^ ,Thi lirnpacta u^on other carriers, foreign 
f-i?v""5';-^5^ *®-"°^°9icar innovation arp viewed as 
similar , to ^thc^se the_ improved -regulalton^&L 

4. ATiST Si 




I' 



' wAi ? alternatiifa. pnyislori% tfhe- estabHahmfm't ' '•.^• 
Of .a^whdlly-owned AT&T .aubsxdiatiiJkA^lar' ttf WeS 
fijectra^,. Cele Wtea .atCthe/^ut^tM^^ • 

utilization; aAd that ti festSblish- 
ment of a ^separate .subai.dlftry , or even a • separate divteaJ^fl ' 

St^on/J^p^e^liililg '^Pm^M-''^''!X '^ ■ 

limit/jfe^'^^^^^^^^t thSiatSl?^atirof^°^S ^ 
to .s^pfeate- thiyWerspa op^atlRp from the ^omistic ^ : 



i;^;,jQper^ibjp of^ AT&tf,"108y. * . . -^^^ 

' v ■ : ^^^e advocates that in order for a^ie 

subsidiary t6;,^f fectively: constitute the oparatlonl 
'-^ required for,, q^e^seas service ^ oparations 

be at .the Intetfna,^idnal . to " 

In other, wordff, th^eftatal 

are^, se^vinig the1, lj.^ 
^ bat; Gonsilairea . ' 
• • ' - P«ife^-^ltSKnat 



separation point sho'tfld 
,^io 1 1 ; c en t e t ,( I'OTC ) ., ' 
,pMi3L. frok the service 
b^erseaf , pointlmuat ' 
of the .;adcouhbin# . 
^ty,''to ' alloeate/thP'^ 



m 



f aci- 
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2n acSdi tiori , thcj rato impact wouia bG similar to 
^h^t ill ijg tifj^qcl i n the accpuntlny 'cantor alternativo . ilpv/- 
mvmf t^iQ^o aro other alturnativbo in whlah tho bafiid mtQ 
^trru^tu« ^GQULd cornG into quostion, 

Wip^ict |Upon roqulatidn v/ould be GOSGritially 
'^lic3 &arn<J m ur^der the acoounting altGrnablvG although it 
M n^tc^ th^t tho dccjroe bC oCSicioncy gainad would still 
t)D depeMcnc uaibon succGasfully allocating the cost of 
'joi^ntly u^Qa eacilitiuB , Finally, the impacts upon athpr 
oaj^-rLor^r *f(^r^ign .relations, and tOGhnological InnovatiQri 
woi^lti m0or2tL ally tho same as ^undor the accounting 

5. ^gga£atJ^^Won^^^l_Ent^^ 

aiii^s altGitnativG would provide for a totally 
ancfiapQri^lGait OCTnpanv disassociatGd from the Bell System. 
aVc?^to«<ict^o^ f or^ establishing such a company would b© 
£oj^ a. il^p^iir^te company to purchase the purely overseas 
fiac^iLft ios NT or AT&T would be required^* to spin 
,o£g © to^k £(^«r a totally separated overseas company. Tji© 
"'Studi^ n<Dt^s thiat ttiis company would include suhniarinG 
'^afc^Les, cabJ^e he ads, earth stations and international 
CDp^ra^fciiig c^neeirs, ^though the R&D^ technolagy and 
<2at>le.tn<ina4f^ctur ing assetB would be difficiilt to 
^ae^recjato , Tt^e separation point, as noted . undar the 
cai^cass ioji CPf tho subsidiary alternative, \^rould .have to 
toe at t^^Q lOTC Levai in order to concentrate the greatest 
ae^c©nt<KfC (^f in vestment related, to international 
Se^^Lce Oi/ iaov^evei: / the study points out that the 
Sepkirclt^ cornpsiny would not be part of the Bell System 
ancS could n^t, therefore, shara facilitiGS. 

An^tttier possibility would be for the Separate 
oornpa=ny to nav^e a contractual relationship with Bell 
fto provide 0aeev/ayHilritorland service. However, Cole 
An(5icat^s tmc tliQ new Ipompany would have significant 
Anc2en.til^ea CO maxirmse Its rate base which would make 
suc?h an ipp^bWch unllkGly, Furthermore, historical 
precede 51 1 , racord service gateway-hinterland 

arj^'amgeatioait^) does not appear to favor such an approach.-^ 
^3h^ Lik^^l^ ^e^uL t vvould be ^for the separate company to 
^ '^'c^ristrTact i-t^ om buildings / purchase its owh switches^ 
^n^ hLir^ it^ CTn s^taff b^ perform the Internatidnal 
ffur^ctioJis^n^w handled by the lOTC whereas a (Bell) ^ 
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subsidiary could physically mhBro facilities, "IM/ 'VhG . 
gopa^ato^ company v/oulcl bliQraby^ own all reqiixrod . inteirna- 
tional opGrating aosots cjjfcapl; tho ionrj distanco trunkEJ^ 
v/hich v^ould haVo to be loasGcl from Long Lines * hn 
03C^mple of ' this type of facility ownorahip cari^ bo found in 
Canada (Canadian Bell (domestic) and I'dlGglobe (intor-^ 
iiatiorial) ) iiiJ/ Financial and interfaaG arrangcmonts 
^rauld havG to be developed with the local o^G^ating 
compariies* \ ■ 

"Thii typo ^ of Industry arrangement ^/^^^^^^^^ 
could load to upv?ard pressure on ^ ^ ^ 

coats for the U,S» domestic leg 
(rGStoring zone charges, etc.) 
as well as on costs for the inte^^ 
national log (through weaker bargaining * y 
position of a purely international 
company)* EKisting evidQnCe 
tends to indicate that this type of 
industry arrangenient , po'ssibly as/ 
a result of inefficiency and dupl'i'' ; ' 

Ccatiori of facilities # oftea results 
dn higher rahas , "114/ ' ^ ^ 

In the areas of Investment and caDltalization'^ 
the study suggests that both sategoriea would rise / 
significantly for the new companyp The study note^ 
that the company, would have to purchase or otherwise 
obtain the bverseas assets of and "raise a/signif leant 

amount of additional investment funds for bulLaings i . 
local/regiona 1 suritches (outside local cornpapY switches) 
and other equipmenti ,*Tha new firm^ ,at leaac In the 
beginning would ppobably have great lnceny£ve to maKimi^e 
its rate base i "iil/ 
\ 

\ As far as the impact upon 
the regulator would, presumahly , be 
; intern ational telephony concentratif 
in which it would be easier to mc 



latipn is concerned^ 
fit frdm having 
in ' one ^company 



etc , 



This, would' free resources 



tor rate of return^ 
effect rbgi^atory 

Impiroycinents in other areas (1,^.^ deeper ejcaminatioh 
of the i nteirnationa i rate sys^ni^ etCi). HoyimyBr , the study 
also points out that the reg^O_ator could find itself 
faced vith a^host of diffigalt new problems, An example 
would be %^he^her or not t^ specialised carriers would 
be allowed to compete f o^ supplying domestic tr^^king 
facilities and what imp^fct this might have on network^ 
controi* Another \ exaii^le would, be deterniining what 
constitutes a rea^ona^e charge for Long Lines trunks 
^nd what pconpmi^es of scai^e if any/ ^should be reflected . 
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in them. iM/ Tlio otudy ulsd obaorves Uhot in t^o 

oouXd be in a 'woak position and tUo - f Jo'help 

a participant in tho p«cc.= „„u^^^^^^^ 

ousted from thoir provioua barga3.ning. tol^ . 

The impact upon other is,rtL%d is also underlined 
fhP stSdi Ss It obsorvoa thfe naT company would normally 

.na w^uld .ha.. v.ry little, inc|^xv^ 

1!^S!TriiS;S^S'iri1ivin/^o.o competitive i^J-^^iv^^ ; 

■ to the market (COMSAT rate teduction and poss^ble^^aboU : 
lion of clbie/satellite ratio) , (it) would possa-bly be 
cs?iblikhing % new (company) ^ «ith the (least) Incentive 
^^Blt2di.o\''hk/^hm lRC^B, tte. study obser^cB, 
would ha?e the additional aaminl straf ive buWen of 
settling with two U.S. t^lephom companies instead of 

one. ^ ' , ^ 

In ttie area o£ fioreign relations, the new ^ompany ^ 

economic, and operational cliaracterista.as il20/ 

Grad notes that matters of tarigibie econoinic ^ 
benefits rather thanWfely U.S. prestige ^nd position 
^r^r^^5S^.^at^staXa^in^our^relaU 

■ S^ilSanF<oSd'probab!y-b^ cut off £ro. B.U l.abs.and 
Western Ulectric and as a result, the U.S. CQ-uld ^^d up 
losinq leadership of submarine , cable technology. The 

. s?Sdy'exlmines the poseibility of ^^^^ ^"^'^ 
^ relationship -between the new corapany and Bell , LaUs (R&D) , 
^ anfwe^^Srf Electric (submarine cable f ^er rnanufaa^ 
^nrina^ but indicates that this would be difficult to 
eSaElisK M^An eKamination .of the legal ramif^cationj / 
' of the 1956 consent DecreeiB/ .and Licenae Contract Pee / 
^ rai^es/serious questions as to the feaaibility o£ such an 

apprllcl fir as tha genial subject of ^^ton^^^^^. 

. cable technology and manufacturing is concerned, Black 



states- tiiat tuese activitlQS fulliill the Qonditioriij of 
natUJcal moyiopo ly . H^/ In other wordo, these aGtl^^tties 
cannot cfElcxQntly split up and parcelled out aiiionq 



Finallyi "there is a distijiat pbdsibility that 
the ximlity and availability of SGrvicos^ could deal^n© 
(undor this alternative) • "ilfi/ 

6 ^ , i^bsoJb COMSMy i^aciliticag Altegnative 

This altornative would rescind the original ^ 
Congressional decision to oatablish a separate company 
for providirig international satollite service. It vv?ould ^ 
require l^egislatio^ (i,e*, revision off Satellite Act 
of 1962) and would involve AT&T buying out the inter^ 
national operations of COMSAT, COMSM would then b© 
relegated to the provision ot other international 
servio^B such as Warisat Aerpsat^ as well as domestic, 
satellitQ service^ through COMS4T General:. Conversely^ 
AT^T would become a super carrier^ controlling both 
transmission niedia (transmissiDn monopGly)- as well as 
maintaining its service monopqly in international 
telephpny-. 

Cole suggests that the impact upon rates 
could hm substantial since the monopoly carrier could - 
supply moje reasonable rat6s through more efficient 
investment/aperatlng decisions 1 ^ower satellite rates ^ 
and stronger U-S. representation in international \ 
negoti^tiom , However^ there is an equal possibility that 
the rnonopoly carrier could do the opposite^ it if chose # 
which would result in excessive rates , : 

As noted previously, the potential for reduction 
in cost (i^Q,| through better plannin.g and reduction of 
satellite rates) appears to ©Kistr rhe study qualifies 
this by noijing that the aceomplislunent of such benefits 
(including flow through savings to the consumer) 'woul'd^ 
reauijr^ cooperation of the foreign administrations^ In 
this r^qard/ a contract reporti^tf/ on foreign entities* 
policies and attitudes indicates that many foreign 
administrations vievz international rates^ from a standpolrit 
of ^ing able to use them to cross'-subsidize domestic 
services, Gabel states, in this regard, that overseas 
countries v^ith an interest in submarine cable manuffac" 
turinf would probably resist an expanded role for 
sataliite .£29^7 ^phe eKistence of these attitudes and 



'desires, reflecting the national inUcjreats' of rnany 
foreign adntlnistratiaJiB , is- tecoynized as one of the ; 
preasuEpB which would confront aacomplishment of the 
potential cast bcsneflta no matter which alternative I 

is aojisiderQ4* A 

Jt ' ■■■ \ ■ 

I ' ■ In the aroa of international regulation, Colti 
states "The OKiating recjulatory system la bsconiing 
bogged down undcsr the present industry structuK©. To add 
aS,even los^gec, more conipflex carrior would croiiCc even 
mM-e problems . "13 0/ He further obser-ves that in order 
fdr the regulator to succossfully monitor the operations 
oj' such a caxeier, it would need tools which remain to 
bt! 'developed, 

1 ' 

The lack of. fluch toola, in conjunction with 

e imination of the "c-impatitive pressure between AT&T 
aSd COMSAT aa rcflocteeKln forcing a broader redrew , 
oi each other's propoflalWiii,/ is vieved as making this 
aj, unfeasiblia alteriiatlveNjnder the e5<lstirig regulatory 

'-S"fstein.Xln 4 somewhat diffWent vein, the study ) 
suggests Xhat ' the "regulator may £mm problems with 
INTELSAT in the future. -It n«ea •'to date, the regulator 
has .not had major conflicts wi|h XKfTEiSAT at least to 
the extent that may develop in^he future when U.S. _ 
influence is considerably dimini|haa. The implications 
-are great as fat as cost of servi}^® and_ a . ^ariety of 
U.S. national interests are, concerned. ''132./ . 
' ' ■ . ' \ 

' ' This alternative would bertefit other U.S. 

"carriers. As a result ''of . AT&T ownership ol satellites, 
"IRC's could in the fut,ure have ownpTship or iBU(s) 
in- both' cabi^ and sateLllte circMrlts \ whereas they now 

■can only. SKp^nse sitellitb clr edit costs. "iJ^-^ Under 
the existing situation the IRC's, like^ATWS have little 
economic incentive to use satellite ciecults they can 
only es^pensQ these costs, ' whereaa oaBlS circuits can be 
included in their rate base and aacordingly can earn 

' a rate of return. This alternative would offer' the 
possibility of eliminating „cable/aatellite bias although 
effective regulatiori wpuLd be required 'to make sure that 
one technology was not advanced at the eJcpense of the ^ 
dther. Transcomm, in a somewhat aimilar vein, -noted ^ 
that in ordmv for capitalization of satellite lease 'to . 
overcorte cabie/aatellite bias, effective rate base jcegula 

•tion would b« rsquired and that lacking such regulation, 
"no effect whataoever" could be. expected. ^^'^ 



^ - * '^The reaction I in the area of foreig^ rQlatiorie 

^ouL(i probably be hig^ily favorable , Colo notes that thoro 
if/ould be less donfusidn and that ATaT has a better* 
^orkiiicj relationship W^ith foreign administrations/ He , 
cautions^ that "There Would be a need for constant and 
cffeotivQ regulatory rbview^ however^ to make sure 
that there warn no^ concision or undesirablG tradeoffs 
with th0 foreign correspondents, "iJ5./ \ 

\ ... In the area of technological developnient , 
greater ekploitation a* technology would be possible 

. under this alternative. Cole states that, "a single 
company^ with no parochial Interests ,vis-a'-'vis cable, 
or satellite should bobble to plan mor6 efficiently/ to 
tiniQ the introduction of new facilities more effectively ^ , 

. and to deploy such techhiques as SPADE and TASI-^C wherever 
the need exists* ^ On the other hand# he notes that a t 
monopoly situation of this type could make possible 
lesB than efficient investment choices and hold back 
circuifc expansion techtio'logy in the event that regulation 
p^Dved to be inadequate , 136/ 

E , Structural Arrangemeh ts For COMSAT t 

rrDm the time of its |inception ^ COMSAT has been a 
con t^ov^ersial entity. Whan enacting: thfe Communications 
Satclltte Act of 1962, the Congress opted for a hybrid 
independent private enterprise .satellite company charac-- , 
teriaed by considerable U*^S, Gov'ernmel^t oversight , with 
tho hopes of rapidly promotijig^the benefits of satellite 
technology for the,worldp This decision constituted a 
^ ''middle course" between gi^y^ing the satellite techriology \ 
^ to the carrifers or to a public entity^ advocated by 
some sour'cesl in view of Government's investniGnt in 
spa.ce faechno^gy .^37/ ^ ^ 

^ ■ LP ^ ^ 

feile COMSAT, through its B^^ership in INTELSAT, 
, has- succeeded in achieving many of the original goals of 
'the 1962 Satellite Act (i.e., established a global satel- 
lite system) the existing market ■ structiwe. and other 
restrictions placed upon it by the FCC have limited its 
ability to compete. The Satellite Act of 1962 allows 
COnSAT "to contract with authorized user|, including the 
United States Government, for ,the services dt the communi-^ 
cations satellite system i-j_8/ According to Section 103 (7), 
mr% authorized carrier means ^ a coinniunicationS' common 
carrier which has' been authorized by the FCC under the 
Act of 1934 to provide services by means of communica- 
^ tions satellites. Mi/ 
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In the 
COMSAT'S role 
noted that aJthoug 
to furniBh at 
authorlzect eritlt 
user a 1 nciucr! .ng 



1966 Authorized Usor case, the FCC defijied 
K8 th^t of a cat t let's carrier. Th« MC 

"COMSAT authprl^ed in Section , 305 
lannej/a of commuift'catlon ... to other 

...(and) m cqntract with auttop.^ed 
United States Government. . . , tniSae 



provisions nMSt /therefore be read in terms of th© objiec- 
tives and purpoie of the Act. "14 0/ It further con.oaupea 
that "unreatjidted direct deallWs with the Govement; . . 
would aeiiousl^ weaken competitive forces. "14^/ A.lao> It 
stat-ed "the'fore«gioing conaiderationa are thus consiiat^nt 
with the general' concept pervading the Satellite IVct Of 
COMSAT as a, monopoly .. . and as primarily, a carrier's 
carrier. "Mi/ The Cominission statod that . "the dang^P of 
loss by tha^ ierres trial carriers of existing or additional 
leaned eirSult business to satellitQ faclliities ia ^ot> 
merely.' theSritical. , . the terrestrial carrifers could rea- 
sonably bS' expected to lose a substantial Mhare of their 
leased circuit revenues to COMSAT... it co|ild vmv^ ^rell be 



necessary to 



.>=w^^««^j ^^Iperniit these carriers to incrfease ratea charged 
to other u%eris in order to enable thQin to learns a fair rabe 
of return. ''iili/ Finally, the Commission stiated '(Satellite 
circuits now becoming available should enable the carriers 
to secure .facilities at lower costs in reiation to . ' ' 
terrestrial facilities and thereby permil| them to reduce 
rates to ref leict- such cost reductions. We therefor© expect 
the common car^j-iprs . . . to review their cirrent rate schedul|s 
and file revisions which fully reflect the economiea . . . . "i^/^ 

In shortl this ruling defined COMSAT as ^a , carrier ''s • 
carrier /.denied COMSAT the right to sell directly to the 
Government (eKcept in unique and exceptiLonal circarttatances ) , 
and laid the%grpundwork for composite BatSs^ (reflecting 
the combined/dost of cable and satellite). In thm 1967, 
thirty C-ircuits case, the Commission dfenied COMSAT, the right 
to sell to the-nfifjartmRnt of Defense and ordered the carriers 
to file compos 



-DepartmenJ^gf Defense 
ite rates'. — 



In tlie international market, COMSAT has what sssentially 
constitutes guaranteed share of the /narket (via PCC propor- 
tionate fiTl requirements ) with little incentive to qOmpeti- 
tlvely reduce rates. Accompanyihg this guaranteed raarkst 
share is the international carriers lack of incentive to use 
satellite circuits (lease arrangements rather than investment) 
and the feeling that they must pay higher than neceasary 
rates (vls-a-vls dalsle) for COMSAT'S satellite £;^*«cyits!^ 

To', move awJyj from "guaranteed satellite" uaagia , 0TP • 
and others haveauggested that the carriers be allowed/ to • 
capitalize leaselcostsriM/ll^/ To lessen the problems/ 
of higher than neEessary rates, the FCC has orde^ied _/ 
COMSAT to effect 37.3% rate reduction fqr its G3,rcuits, 
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This study does not diBCUsS the roles of COMSAT* s 
subsidiary COMSM general^ COMSAT GENERAL waB o^ganizm 
in 1973 to carry out certain corporate programs not a part 
of INT^r^SAr, such as CO-STAR ^domestic satellites), and 
mmsm (provlsi'on of marltinie service J .. . 

' Th© Transcomin study presents SGveral potentlaXr 
Btructuiral alternativos for COMSAT and concludes ? 

*'irix^st^ there appears to be no one 
alternative transmiasiori structure 
for COMSAT that clearly provides 
extensive pr unequivocal baneflts^ 
tojall^ categories of the public 
l^eres t , Nor is there any one 

iernativ© that will not lead to 
substantial industry, restructuring^ 
oit*her Initially, or fevenbually. , , 
should changes be desired for the 
transmission or earthy station alter-- 
nativGs / these may' "readily' be 
©ffected^ through administrative action ^ 
of ,the FCC, It is the decisions^ ^ ' 

. .. orders and interpretations of this ' 

agency that predofniriate in structuring 
the industry, "IM/ 

1* hlloyj COMSAT to l,ease Rrivate Line Services 
Pirgctly, to Consumers^ Alternative 

This alternative would ^ in effect^ abolish the 
Authori^^d User decision and allow' COMSAT to sell private 
lease circuits directly to the user. Transcomm suggests 
that "the overall effect st^ould be beneficial to the 
cdnsumer^ (private lease user)*"iiJ,/ This study assumes 
that a high degree of competition would 3?esult and that "it 
is not pogslbie to predict the level at v^hich rates will 
stabilise, "ily/ Also, Gabel suggests that this would lead 
to ■Vinc^nttve pricing .promote the market , and application 
of rtark^t prices would, in turn, improve investment 
decisions and resource allocation * "ill/ 

While allowing; COMSAT into this market ^uld 
undoubtedly result in Aower rates for the private /lease 
users, the 9p|e a tudy/notes that "responsible regilation 
cannot to© Identified /as providing the lowest cost/ service 
/to a small sector of/ the market regardless of the conse-- 
quences upon the regaining rate payers, " 152/ The study 
goes on fcO' note th^ intense competition^n the IRC^^rivate 
lease market could/have a significant impact upon public 
message service (teleK) rates. 15 3/ ^ : ^ 
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with reqard to the roqulatory workload, Transcomm 
obperios that "roqulatory of fort will -bo ^fl^if^ .^o^^ , 
p?lv«nt compotltion from taking tho 'form of ^oloctive 
Driclnq and crnsB-aubsidi?.ation (preRumably by COM.^AT) . ipj/ 
1 no lll"r-cut mothodoloqy feKists for determining whether . 
4 hot a competitive price offoraVl by a monopoly U , 
BatPllite service firm) reflects, crons-suhsidy, the 
rSnu la tor would gain a now and comploK prob]..cm to 
atluggle with, mi, in itB Petition To Stay (Docket 
NO 20097), referenced its foar of predatory pricing 
should COMSAT he allowed in the AVD market. _ibb/ 

As far as the significance of this alternative is 
'concerned, Transcomm estimates that private lease 
p?o5ilafonly about 24% (1972) ; of IRC^b op^f ting 
revenues. 356/ The 1975 private lease revenuee from the 
XRC's as ifewn earlier in table 11-2 were $69. 2M or 25.2% 
of total revenues, • . 

2.' Joint Ov^nershiP of Satell ites (COMSAT, AT&T, and 
IRC ' s) Alternative , 

This alternative'.would consist of . - . 

authorized carriers (ATST and IRC's) to 
satellite ownership, with 51% remaining in 
for it to remain as the representative U.S. entity to 
INTELSAT. 157/ Transcomm states: , 

* ■ ^ 

"The rationale underlying other carrier 
investment in satellites is two-fold. . 
The first concGrns addressing the current 
major problem of satellite lease expenses 
being reimbursed at cost through revenue 
raciuirements as opposed to allowing the 
carriers an investment interest upon 
■which tiiey may earn a rate of return. 
The second aspect concerns an attempt 
to provide more efficient investment 
•decisions related to satellite-cable _ 
alternatives. Should such efficiencies 
■ toe achieved it could ha\^e the simultaneous 
effects of lowering 'ta&ih; cost of service 

aad rates in some -'r editions as well as 
decreasing the FCC administrative 

■decisions requireil for cable and ' 

satellite authorizations . .. 
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' In thu area o£ TOMti the Transconim ni^Mf ^uggosts 
that' 4.9% ownqrahip ol: tim ^ataXli to ^ sya tern by th^ 
authori^od carriGrs would bring about" aavinga in BatGl-- 
litG lease costs (i.Q,/. a^^gauincj that circuifcB lee ting 
tha purcantagQ ownership law belong to the ^utjiori'^cd 
carriurs) . iiowQvor ^ it notion that 

^ "First of all is fchq fact tliab not kxII 
thQ carrier leas^^: ^Hp^nuo raduction' ^an 
be diroctly trcJinal^te^d in-Uo rate reduce 
tions by the a^^rri^3^8. Assuming cost of 
SGrvice pricing by tho carriora/ tho , 
iGasG QXptjnae saving woulcl be oifsot 
at least by thc^ ratC3 of return applied 
to the $50. 7M now to thair rate bas^j. 
At 9% rate of r^tUCT this would add ' 
^ $4.56M to tho ceirri^r roVonue require- 

inents. There m^y aisqi be other exp^naoK^ 
for .the carriors .reiaMd to' maintaneina© ^ 
'administration .and thM Jtikc associated 
with the 'owncad^^ ^at©;ili to , cirdui ta • ^ 
For example > if t\m carriers assume 
their 49% shar© o:E COMSAT ' s 'lS74 
. Operations^ Maintaniance ^ Depreciation i 

Amortization and XacOfii© TaxosJ they 
^ would incur' additiQ*naX" ainnual expenses 
: of $7.6M. Tuesa ©Kpanaids plus the ' /. 

return total about When compared 

to ^ their' annual l^asjcs cost savings of 
$S0.3M^ the potential aavings to the 

ratepayers is reduo^Gid: ^to only about 
SIOM par year,*^iSB/ \\ ^ 

Another consideration is ^fch© inipact u^on COMSAT^ 'Transcomm 
observes that with ^half ^off . its rate base refuna^a> "all 
COMSAT ' s^-^ operating revenue im now f rom leasing circuits 
to t^ie carriers, Th^us, prwiaing them (carria^^^^) only 
49% ownership requires thasri to lease the overa^a from 
COMSAT.. Without such a rala^tionship continuing^ there 
would be nb operatinq rOT<anw to COMSAT at \all.l60/ 
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• The immt oE this alt^rnrtive ^P^!;,';^ "ij^ff ' \ " 

as they ar« «ur^#T,W.y. . .these factors would to^ 
outweigh ttW bM^tits.-M^^ m, addition nbt |eBOlving 

oholae, ba tel-Wtea to botving tto thm routes where 
Europeans, It ^e recognxwd, hjve alre^^^^^ Sher 

;?IS?™/:h h'tt'' riSilatSr „h». ^^-'^^y experienced ^ 

b I rt/.rs;;^3^ r a?rrto||% , goud^ted 

regulatoiry acfcldyi,/' 166/ ^ 

■ ' . tH^: lXk>&ly reaction of ^«oreiqn administration^ 
*. • t-uA^ s,lVmrn^±iv^ is expected- to be negative. Trans 

Salino wit'h 'nuTOjrous U.S. commuma.cati.onB organizations 
SSi"yrp?JtSl^tnr.aJL1^;ilLent ana ao in .act . 

they will ^^ew any potwti^^^^^^ tin.e,-any 

cable eKpwn^ttin.. pvorably . Y|t aevelopment while 

action tMt wifti^b ^®^^^^°^„id be pursued more readily 
foreign oabla m^^on ^^^^ly specific foreign 
could be to be well receive 

■ countries . . ' ■ ' 



Thd impact of this alternativG upon technological 
dcsvelopment is cjenerally notod Up fee adverse. Transcdmw % 
suggQ^ts that U.S. cablo 'dGvelopniGnt It&D "could bo 
pected to decline over time*,* tliGre would be contirW^cl 
uncertainty ov6r. the potential' for Expanded; U ,S . inetalla*^ 
tion,.i and the continued need for FCC decisions in this 
area 169^ It also suggestB that "the joint ownershi||^ 
arrangements with the carriGrs' cable maiiuf acturing 
intgreats could effectively preqlude effective COMSAf 
programs* The net effect of this alternative could W^ll 
bo a decline in both satellite and cable R&D to the 
detriinQnt of U . S* preerninence and- revenue J' 170/ . 

:i} 3* COMSAT Aba o^bs AT&T International Facilities 
' Alternat ive 

/ Tnis alternative would establish COMSAT 'as a 

"super carriar's carrier," As envisioned by TranscoTi^UTi 

"This approach involves the absprption of; 
AT&T international long line facilitieB 
f^ ^ by ffoMSAT with IRC's retaining thpir 
invastinent in cables. Thus COWSJVT 
would manage not only the aatellite 
system, but the cabl^ system as wellr 
by virtue of its Having assuined all of 
ATaT functions ih 'international communis 
cations. The Authorized User Decision 
would remain in force protectirig . the , 
IRC's from direct competition vrith , , , . " 

* COMSAT. COMSAT, then V would remain a 
,carrier'B carrier, with the- IRC's 
and AT&T leasing circuits from it. 
The purpose of partfi&l consolidation 
of tran^rniSBion modes, is to devise 
a system in which relatl'vely more 
efficient investinent decisions can 
oe madQ between modes ,but which 
is still cliaracterized by competi^ 
/ : tipn amdng record carriers « " 17i/ ' 

Transcomni views the likely cost/rate impact 
of this alternative as relatively uncertaiiu The stwdy 
states , 
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^' \ "An int-tial evraluation vould be tt^h^t 

COMSAT'S function as manager ofi botji 
, satellite and cable aervice will plgc^ 
COMSAT in a position to make efifi^cient 
investment decliion.i concerning tlie 
introductipn of new cables and ^ 
•sateriltes. Howe^^er^ its predis-^ 
poeit^Lon toward its satellite awr^er ship * 
versus cahle facilities acquired * i 

^ irom. AT&T could lead to ^ the deveJ-Op^ 
ment of an unbalanced system* 

"Thus / COMSAT' s infflnence in iraiti^Q 
investmeiit^ decisions could severely' 
restrict the growth of the cable 
industjpy,_ Any trend t^vard devel^op'- * 
ment of^ ^tellites to the exclUsi-ori 
of cables wulo decrease the r^li-a-- 
bi'lity (i,e,i redumdancy and ddv^rsit;/) ^ 
of the coijimuiiicatioris system sintfe 
adequate yacJ^up facilities would not 
be available in case of service 
. S^outages. " 172/ \ ^ 

' T'Pi^more theoretieal analysis of tl^e im^aot of 
such an 'alternative was the Black study wt^ich rioted 
"So far as technical and ecoriornic conslde^atioris are 
.involved^ the argument for a single entity* ffombir^ing 
^satellites and cables does not seem to be m strong as tha.t 
ft c single manaqement of cables and single irnanagement 
of satellites, *'_173/ 

. In the area of regulatory impact ^ rras^Bcqrrim 
SuggestB ■'Regulators would need to exert ^fffor^ to ^ ^ 
insure tinat the most efficient mode of transmission is 
^^authorized in "a particular reg'ion * ^ Effor-^ w^ould be 
directed toward maintaining a balanced ay#te^ v^hicla wou Id 
provide reliable service to consumers , "_174/ However, 
the astablishnient of a cable/satellite tr#^ns3iiissi-on 
monopolist would appear to present distinct hazards for 
both -the carriers and the regulator. Gab^l suggests 
that in the case of the authorized carrierB, " ihere 
would be no alternative to the transmlssiOT supplier, 
merely different technologies at probably ujT.iforrn 
prices," 175/ 
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Pi-iiaJly^ the -eaq^ipn of-^ttie ov^erseas erttiti^s to 
thii altern-^tivft i-s generally \rie^wed ^dn/erse, T^ans^omJn ^ 
suggests^ "To^ef^gta ^.governments whosa in\^ es tments in c^bLes i 
are sutostaatlal wo^uld oppose any ^rend im thii cD^n^ry 
^ov/a^'d^ ©mplasi^ireg sateHites, "Th^y could t'ea.ct ^aLsLxiq 
^h^i^ prLcm^ fo^raign consume rs E^ecaup los-ges 3te0uLti^g 
irom tne potenti^aL restriction in gkpwth oi th^ A.3!i6_^i^ar% 
cafcle inaustrj^ ' by attenipting to ^l^w lha de\reL opni^iat of 
t:he pateLlile system tJnrouq^h th-^L^ influence Ja the ir^T^FILBAT 
orgarii^atio?!. liow'wm r COHSM' m ^^L&^& in ^hm rMrlLSAT 
orgar^ig atioffi v^ii4 reilect th^ ri^^eds of ttie c^bL e syat^m 
gi^^inig a inojce b&-l4nced reprl^en ta tic^n of tJie need-sof the 
encir^e Amer d^an sy stams. " 176/ 

4, C OMSAO: vrit Ji s Re^isic^n in ferth St^tiori o^ner^hlj 
r m ng a^e t s" 

TrsLnscomin *^sepaiats but reU^^ed to Industry ^l-ftee^- 
natiires , ■ ^^172/ rn this regartd , ^-hc^e^ options m^e ransid^redi 
jot-nt om'^r'^hi.p, tie carrarvt- sitiu^tion, c^nd comgilat^ pvner-- 
Shi-p by CQM^Ar ol' th^ rRC's^nd h'pkT . 

f^und that *'v^h^n cornp^r^d to ttne poteritiaL 
aomt and ier^efit inipaict of the t-ra^ns^i ssion. a lt^rnati\res 
and tie r^v^nae ^ont^ib ut iori fr^m eartJi sta^tlona, eartJ 
s ta tio'n 0%wn^rshij £^rr^an qeoerit a pec^ome of lesser irnpo rt^nce ^ 
A^bseri^ such tran^mds^ion chanqe^^ co^iplete o^srueE'snip by 
COMSAT of U.S. e^rth st<itioris st^bu Id la^mr itM K'ates to 
the catrieir^ and # vvit-h flow tEir^ugh^ lo^mt raies t^o th^ 
public, CqiyCB4T c^wner^ship w.cjuld also elinrtin^ite th^4iioOTXy 
of cable Qv/n-©rs' p5?irt ia 1 investrrnent in a coiiipatina^ tectinol^qy" 
for v^tiich no -i nc^nti\re ..CK is t:s tcr a se^ trie tr ^nsmis^io ii 
rn ed la 17 ¥ 
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CHAPTER VI 



. REGULATORY AND GOVERNMENTAL ALTERNATIVES 

A * Introduction 

While the major ennphasis of this report is placed oh 
alternative structural arrangements for the iijd^try, 
there are certain regulatQry and governmental tohanges 
which could have signiff Icartt Impact on international 
telecommunications* This chapter specifically summarizes 
the work of Transcomin InQ, on alternative regulatory 
procedures and the study GDnducted by Prank Orad and 
Daniel Goldfarb on fcha governmental relationships 
ins^olved in the oversight ot the industry. Much of the 
discussion centers on thm to resolve the current 

problem areas presented in Chapter IV / and offers addi- 
tional regulatory refoori alternatives to those presented 
in Chapter V, 

B, Alternative Regu latory Pr ocedures 

Transcomin^ Inc. analyaes eight alternative^ to the 
current regulatory procedures employed by the FCG * In 
structuring the alternatives as responses to th^ perceived 
probleiti areas within th^ industry, the list inoXudes: 

" (1) Incx^eased regulatory planning a'nd guidelines 

(2) Elimination of current circuit activation 
requirerneats' \ 

(3) Disaggregation of rate and cost relationships 

(a ) Elimimitton of composi'te rates 

(b ) Dave lopiaant of routs-^by-^rou ta rates 

(4) Capi tall ti carriers* leaaa payinents 
to COMSAT 

( 5 ) L. ^; I u j» i I t wj ui^A Line cable i n v t^i y tine n t 
tiuiti th(i2 t.ja.rdl^rs' rate base 

(6) Authuiiae COM&AT entry into the prl^mte line 
AVD market 
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into p^irivafcte line/AVD marj^^ts (see Transcoimn COMSAT 
ly) , 1^ pra^^nted separately below. 

1. Iimajrea^ad Regalatory Planning and Guidelines 

Under this alternative Transcomm envisions the 
ximsion as :iiiQVing away from thm ad hoc case-by-case 
.lity auth03^1aation that currently exists. Instead, 
implecnentatlon of this altairnative would involve the 
lulatiQirii of ipecific guidelii^es, which would go beyond 
general guidalines in FCC Docket 18875, and presumably 
'ease the OOKTunission ' s involvement in the carriers 
.lity investment decision-'making ^gocess. 

It is Transcomm ' s position tfiat "the potential 
?fits at such an alternative are tenuous at best and 
»st cartainjLy less than th© associated costs , "2/^ Pi^st , 
'ent pianrll?ftg guidelines, w^hather 50/50 or reasonable 
.ty, hav6 be^an condemned as artificial and restrictive 
lost parties / lending substantial doubt as to the 
sptability q£ specific guidelines. Second^ any final 
sion )»y th^a Commission ^on optimal facility investment 
;^cessarily subjective; and finally^ the iniposition 
pecific planning guidelinas increases the possibility 
idmmisaign-^imposed market divisions by technology. 

Clearly^ Transcomjn fears the "imposition o£^ 
ly spaciCic guidelines that necessarily involve 
.ission usurpation of cominan carrier management duties, 
nt a Bp©ci:Eic: a priori basis to suspect that the 
,ission oan parform TTieae duties with results more 
rable than those that exist Croni con\mon carrier 
ormanc©^.. it seeina these pr^^roga t ives ought to remain 
the carriers . "1/ 
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2 . The Elimination of Current ..-Gj-^guit Activatlffn 
Requirements 

Section 214 of the Comnianica tions Act of 19^4 
requires FCC approval^ for both the coristruction and 
= operation of new faciHties. A two--stage appro^val 
process has been utilized by the FCC. Transconim states 

"The perceived purpose of the CommiBsion 
in requiring separate authorization 
procedures for overseas service is to^ ^ • 
provide it with an opportunity to 
monitor relative cable/satellite 
facility utilization.,..- However, 
i' ^ since the separate circuit activation 

' , applications seem to^u^licate^ to 

some extent, issues addressed during 
the f apility construction procedures ^ 
it would seem that the former is one 
step in the process that could be . ' 

eliminated in an effort to reduce , 
^ delay in . the provision of service. "—"^ 

Analysis of this ai tarnative^ by Transcomm raaul^s 
in the f ollowing conelusiona : ' , V 

a. Implementation would eliminate .one tool 
by which the FCC attempts to achieye and^ maintain its 
definition of a "balanced" system. 

b. For tht- cibuva raasoo/ anc3 because uncon"" 
strained facjility utilization would result in a diffar^nt 
fisage mix from FCu Josirt^s, the alternativa would be 
unacceptable to the FCC, 



More expeditious provision of service would 
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iding wircuit dctiv#tion 
raquuatb as a towl to requirtj rate reciuctions would b^ 
lost. 

J. Ul u^j^ i t 1 , ,1, H^ii.t^^ a Lid. ULjb t Kela L lonshl^^ 

^4. rliuiinal K.J t t.. wiTlp ^ 1 L<^ I L ^ h 

^ C uiupu s A 1 1 u y I u 1 c_- L s to t hfci ina nrit^ 1 i 1 1 wh i c h t. h e 

tiauauir a b 1 coa ta a 1 1 r ii . u La b 1 e s pc^ c if i ca 1 ly to aatellite 
and cabiu ar.. combined in ordu;. to dotermine a uompoglit© 
rate. "Tiuj altornativo tu the ^.ompositing procedure is thy 



eetablishment o'f tariffs for thd individual services based 
upon thQ costs associated with transmission for that 
_ servi:ce."5/ 

Transcomm states that this aiternative to' 
compositing has no real meaning for switched services i the 
major effect would be on leased-channel services*/ 

'^Thia alternative implies the 
. creation of a two'-tier pricing 
■ ' structure for leased channel 

service. and compQtitive pressures 
' . . which will create some cost arid : : 

. ^ quality based differential between 

rates for the separate* technologies. ... 
, , It is uncertain whether or not . ^ 

substantiaLl record carrier transmission 
■ facility utilization, changes will occur. * 

.Such substantial changes could impact 
negatively on the record carriers ' 
financial positions,"^ 

b. Route-by=Route Rates ■ 

This Transcomm alternative involves the 
establishment of overseas telecommunications rates on' 
^•a route-by =route'basi^ as .opposed to the current region/ 
area/distance dombination .which appears to be utilized ■ 
for most services to most destinations. While it could 
be argued that the implementation of such an alternative 
would have few recognizable effects ^ in general , a'V 
shif,ting to a route-by-route structure would eliminate 
any intra-aria. or intra^regional subsidies that currently 
exist. Transcomm further notes that the benefits of the 
alternative' for each service depend upon the importance 
of distance-sensitive transmission costs for the partis- 
cular service^. Presumably^ leased channel service rates 
have the best prospect of being affected by suc^ a change^ 
wi^h riominal''^ impacts on telex and message telephone service 
rates. ' ^ . 

4. Capitalization of Carriers' Lease Payments 

to COMSAT " " . ' 

^ While significant discussion/has already been 
generated on this issue ^ Transcomm 's eKamination of 
c^it^lizing lease payments to COMSAT is offered as 
another regulatory alternative. Its purpose is to 
eliminate, or ameliorate the^ perceived undesirable 

. ^ " ^ ' 114 " . ■ 



consequences of the asymmetrical choiGe that supposedly 
confronts the carriers, 

; "In ,a general sense y the amount by \:^hich 
such lease expenditure capitalisation . 
increases satellite use depends upon the 
mechanics of the regulatory process^ 
' ' the values of certain unspecified 
parameters^ and the format of such 
lease expenditure capitalisation,,*. 
^ It does appear that the carrier 
purchase from COMSAT of satellite 
indefeasible Rights of Use (IRU's) 
potentially can 'neutraiize" the . , 
cable circuit/satellite; circuit choice,"^ 

^ Transconun however^ also makes it clear that 
lease capitaW^ation will have no effect WhaLtsoever when; 
rate base regulation is not active and is not expected to 
**become active. "There would be no effect because the ^ 
artificial rate base expansion tendencies .have no meaning 
when the rate base itself is not used to determine f 
tota^l firm profitSw"E/ Moreover ^ Transcomm asserts that 
"there qan be no certainty that the design of a methodology 
for rate base regulation that involves some form o£ lease 
expense capitalisation will improve in any way the efficiency 
of the satellite-'cable investment decision. "1/ 

5, Exclusion of Submarine Cable Investment 
From the Carri ers' Rate Base ^ " 

A complementary approach to the cable/satellite 
usage incentive problem involves the elimination of the 
carriers' cable investment f rom ttheir rate base. 
Involved is the "^elimination of carrier IRU purchases"^ 
which will be substituted by ordinary lease p^ayments 
t6 the cable owners^ as is currently the ^case for satel- 
lite circuits, "Thus^ according to theory, the carrier, , 
in selecting between cable and satellite circuit us^ge^ 
will be guided by price and quality considerations, includ- 
ing diversity goals/ and not presumably artificial rate base 
considerations . "i5-/ . . 

'Because of AT&T's position as the major U.S. 
manufacturer of cables, it is assumed by Transcomm that 
ATaT would still be an active /participant in cable 
■development, construction, and ownership* "The elimina- 
tion of cable investment from the carriers' rate base 
would seem necessarily to dictate that AT&T participate 
in (1) caMe ownership, and (2) the provision of overseas 
telecomm^ications service directly to customers through 
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separate, organisational Qntities , "ii/ Transcornm notiea' that 
regulatioh of the latter function will involve the deletion 
of cable investment from the -operational dajtfrlers ' rate 
base. At the same time, however, Transcomm observes that 
"the creatiori of separate organizational' entities would 
appear to lessen rather than to eliminate the problems 
that they were designed to serva. / ^ 

''The separate organizational entities 
created are still part of the samp -over- 
^ , , : all organization and it would be surprise- 

' ing if certain predictable corporate \ ■' 

goals were not able to permeate the 
new structure. Thup , AT&T as developer, 
manufacturer , and owner of submarine 
^cable systems still has an incentive / . 

to expand the cable systems- use and 
. • the creation Of a new subsidiary seems 
unlikely to alter such an incentive . 

Moreover, the retention of any circuit usage 
tools by the Corjunission would be counterproductive to 
the implementation of this alternative, "If the Commission 
is. to pet and maintain*.*' usage ratios, there is no reason 
to adopt a bookkeeping practice (such as this alternative) 
that changes in any way the usage ratios considered optimal 
from the viewpoint 'of the carriers . "il/ ^ 

Finally, the IRC's financial positions may, be 
negatively affected by this alternative, as their 
respective rate bases would be reduced*^ The IRC*s 
should be positively motivated to select transmission 
circuits on an efficient basis introducing themselves ^ 
as pompetitive buyers in the transmission marketplace* 

6* Authorize AT&T Entry Into the Private Line 
AltSrttatfae VoiGe Data Market 

As evidenced in the TAT'4 decision of 1964, 
there has always been concern over allowing AT&T into 

, the AVD market, narrJaly, the financial viability of the 
IRC's* "Specifically, it is feared that AT&T will com^ 

^pletely dominate the AVD market due to one or both of 
the following factorsi (1) cross--subsidization of thiis 
service With revenues from message telephone service, 
and (2) the realization of a distinct cost advantage 
resulting f pom certain scale economies*"—/ 
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[n e^aminiijig, this alternatlVQ/ which would' lift 
the ^Ccf restrictions on AT&T from serving Ute AVD market, 
.Transdoftun notes'lt/is not likely that ATsT/wbuld eliminat© 
*>the IRC'b. from thef market. "It la unli^eli^ ' that AT&T 
' wou^b fully . take ^l^antage vof any presumed opportunity 
^ to aliminata the I^^, f rprii this markqt* Such behayior ■ 
would stimulate intensive* regulatory eKamination and , 
possibly judiaial investigatibn as well. Rather,, it. is ' 
suggested that the market would be shared by AT&T and the . 

The resultant Competition would. exert downward 
pre B Buries on rates as oiX^ plausible advantage^ but .the 
spactr;a' of cross-^subBidiEation^on the part of all the 
* carriers is a\ serious^ potential disadvantage * 

7 , beregulation of ^ Leased, Channel Service 

The implementa^on of the final alternative would 
fre^ the IRC's from FCC regulation with respect to the 
prbvision of leased channel service. The carriers would 
not bfe required to file tariff rates, ahd there wDuld be 
no requirement that tariffs be justified with detailed 
cost support data as provided for in Section 61.3a/ of 
the FCC rules . There are two possibl^scenaribs "^or 
deregulated le^se channel service: (1) without entry 
.(IRC's only), (2) with market entryv (AT&T, COMSAT and 
others enter) , and the alternative Is examined under both 
conditions* « . 



Transcomm ; contends that deregulation is > 
plausible alternative since reg*ulation is considered 
desirable when natural monopoly conditions prevail in 
■service supply*, The presence of multiple IRC* s suggests * 
that monopoly characteristics are not significant for 
any of the services offered by these firms. However, 
implementation of this, alternative may have little effect 
on the industry 'Hn that the record carriers appear to ^ 
behave now under regulation much as they would in a dereg-- 
ulated environment."—/ " . 

In a different vein, this alternative would 
eliminate any benefits to the carrier /from internal 
cross-subsidization since capital eKpahsion in .the 
competitive leased channel market would not affect the 
carriers rate base (provide for rate base expansion) . 
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a, . Without Market Entry 

This scenario suggests only minor changQs' 
, from the' status quo. There would be only minor rate . 
\ . changes for leased channel service or other recora 

services attributable to deregulation without new market 
'\ entry. The major benefits involve decreased \Garrier 
\ filing requirements^nd deGreased regulatory efforts, 

b. With Market Entry ■ \ ' . 

' , ^ Market entry by AT&T ^ COMSAT and other firms 

'.Such as curtain of the specialized common carriers is 
: allowed undor this scenario, Transcomm sees an inherent/ 
\ significant cost advantage 'to COMSAT in the provision \ • 
of this service since "COMSAT'S incremental costs for ^ 
the actiyation of. additional circuits approach lero*-'* 
As such, COMSAT should be required to furnish service 
^ through a subsidiary corporation on a tariff basis, 

Transcomm observes . that AT&T would not . 
probably have any substantial cost economies over the 
IRC*s/ while the specialized carriers would probably 
be in a disadvantageou& cost position due to additional 
fixed and start'-up costs, - 

' Transcomm's comments made earlier with^ Respect 

to incentives to practice cross-'subsidrzation apply with 
equal* force to AT&T and COMSAT market entry ^ in which, ^ 
case "it ^will be incumbent upon the 'Commission to- determine 
that assets and expenses aspociated with competitive \_ - ^ 
services are not utilized in the determination of regulated 
^ . rates, "i2/ ^ ' ' ■ . \ \ ■ 
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*It must be noted' that activation of idle cable plant 
also by definition implies zero incremental costs, 
"Value-Padded" costs in furnishing complete circuits - 
should be approKimately equal for all carriers* 
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The report prepared by Prank Pi, Grad and Daniel C. 
Goidfarb of Columbia University ekaminfes recurring* FCC 
policies that raise problems in' the industry and with foreign 
relations. The study makes three recommendations s redefini-^ 
tion of legal authority in the cable/satellite area; 
clarification of the roles of DOS| OTP ^ and the FCC; and 
the definition of the goverhmental role and responsibilities 
in the long-grange planning process. ^ ' 

1. Summary of Problems ' 

■ ' 'The^ effect of recurring FCC policies is ^ summariz@d 

as serving to maintain the relative strength of the ■ 
companies in the indijstry' (i.e., maintain status quo). 
This is, observed as anticompetitive ^ antl-innovatlve, 
and raises troublesome questions for foreign relations . 
In this regard the. report notes that it has been suggested 

(forcefully) that, for.eign administrations are seriously 
troubled by U . S .regulatory delays. The view expressed 
is that "it is difficvilt to understand why, after so , 
many years of experience^ this should remain such a ^ 
major issue with foreign carriers^ — all the more so sdnce 
these delays are generally the result of trying to work 
out parity and fill problems in line with policies 'that 
presently work out to favor cables over satellites , 
The delays in cable circuit authorizations are viewed v 
as having as adverse effects on AT^T and ITT that are at 
least as significant as the ad^verse effects on the foreign, 
carriers, Grad suggests, in urging great^t dispatch in 
solving the problem of delays, that the foreign carriers - 
speak as much for their ^Arnerica.n counterparts as they do 
for themselves;: , " ^ ' ■ 

Undiminished foreign preference for cable' tech- 
nology is difficult to explain on^a number of other 
grounds. Foreign relations problems in this area are not 
likely to be resolved WOtil a Ipss rigid, more competitive 
industry is deyeloped . 

2 , Recommendations , ^ ^ 

Tne Columbia study finds . that a convincing case 
can be made showing the systemic nature of foreign policy 
and related administrative problems. That is,\ they are 
problerps of the very nature of the industry and its^ basic 
laws and regulations. Consequently, the report states = 
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"it is vpry uniifcely that .tinkering ^ 
with administrativ© arrangements/ or with' 
the alLocationa of fuhctions among the > 
several government agenciep -in tha 
tilecommunicatipns fiel4, will^ by 
it^lf i' produce solutions , that are ' ^ ^ 
Qf major or lasting affect. To provide. 
^auGh solutions I substantive changefl 
lri';th^ Btructure of 'the industry and 
in' its ^laws. and' regulations ^re ' s 
* . needed-^and some so clearly beyond 

the Bcope of , this brief study ^"s^ ^ 

Due to the difficulties ahd cbmplexiti^s df alternatives 
such as the single tratismission entity proposed in the 
1968 Presidential Tafk Force Report, or the concept of 
separation of ownership reviewed in a .1974 OTP proposali 
the^ Columbia rfeport deals with such major proposals as 
being "outside the ranqe of alternatives to >e considered 
in this study . " W ^ ' " - 

Ahother difficulty 'in making reconOTendations 
for systemic changes arises from the fact that the depth 
of the problem is not fully .agreed uponi \/ 

"The main obstacle to the freedom • . 

^ of UVS. and foreign carriers to ^ 

6hter into agreements of their 
choice, without limitations 
relating to cable or satellite) 
' allocation and ^ to rate regulations ^ . 

is the FCC. The FCC, however, does 
not impose these limitations out ;of ' 
a desire to create problenis ^ but in 
pursuance of legislative mandates 
to protect the, interest of the users 
and to prevent possible abu^s by the ^ 
«J huge, and powerful telecommunications 
^ carriers* When; the FCC's mandate 

under the Coimnunicftions Act of 1SI34 

. ' to protect the consumer and its mandate 
under the Communications Satel " 
Act of 1962^ to advanoe and- proj 
, satellite technology are consi^red 

in their entirety, it becomes Yapparent 
that ^the FCC has. been reasonaBly effec- 
tive in meeting its difficult obliga- 
tions." 22/' 
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^ ^ Alternatives or recommendations developed in 
thQ study are modest in scope and are offered as a 
"balance in a very GompleK reguratory situation in which 
sometimes donflicting purposes must be aerved * "ii/ - 

RecQmrfiendatlon 1 - Redef inition of Legal ; - 
Authority in Cable/Satellite Issues ^ _ ^ 

Several stfeps are needed to reduce foreign relations 
problems stemming from' the cable/satellite issue while 
still maintaining balance arid guarding againaJt abuse. ^ : 
They are i ' . ' ' ' 

a. The 1962 Communicatidns Satellite Act would; be\ 
amended to / 

"(1) recognize COMSAT as a common carrier 
rather than a quasi public entity 

(2) relieve FCC of obligations to advance 
satellite communications technology 



(3) eliminate references to the, special 
foreign, 'relations obligations COMSAT carries 

(4) add a statement reaffirming FCC authority 
over COMSAT . } - 

(5) allow COMSAT to .function as an International 
common carrier 1 fully competitive with other such common 
carriers (sub jefct to same laws) . " 

($) repeal Sections 721(a)(2) and (4) which, 
require th^ President to 'provide for continuous review ^ 

(70 eliminate /from Section 721 all FCC [ 
authority which is different in character and extent 
from FCC authority over other carriers' 

(8)' eliminate^ in Section 7 3,3p''^^e President's 
power to appoint three COMSAT board member'^, and eliminate 
any special provisions of Section 7 34 tq delete any" 
special rights of common carriers to purchase or hold 
COMSAT stock. "2£/: ^ 
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fa. By adfeihistrativ© determination^ or by < 
statutory amGn^meht if ijed^ssary , free COMSAT from ^ 
its carriar's carrier status^ allowing it to participate 
in the market ^ort^ .the same cpmpetitive basis as other 
international 'oai^rier 8, Ttie coulfi , as an alternative 

to a ^tatut6r.y ait\endment making COMSAT a full common = 
carrier^ redpen Dpcket 16058, the "Authorised User" 
decision,, as '^the^onditions which led to the earrier's 
carrier BtatuB no longer hold* 2^/ a 



Abolish the composite rate fop^able and 
satellite by administrative regulation, I or by statutory 
amendment if n^ecessary, and permit competitive rates 
to the fullest QKtent possible. Only pMvate-'leaBe 
circuits would ptobably be involved ani^.^ome degree of 
noncompetitive, rate setting by the FCC would still 
be required to prevent cross-^subsidization. Two 
options are indiGated in this ^ regard i r 

(1) Administrative apprpach would be 
accomplished by a re,view of the composite ' rate policy ^ 
adopteid as an adjunct to the Authorized User, decision . 
(was not a law but was a judgment which could be changed), 

(2) Amend CQmmunicatipns Act of 1934 to piSvide 
for COMSAT^ and other carriers filing competitive rate^ . 
and for the FCC to approve these unlesB .such rates, . \ 
for specified services, are clearly contrary to the V 
public interest, 26/ X 



'd. Other .policies that reduce intermodal competitiori 
should be revised by F^C regulatory action or ^y statutory 
amendment. These includes ; 

(1) joint ownership of earth stations would no 
longer be required . , ^ i . ' J^'' 

(2) in the absence of such administrative^ 
determination, Communications Sateilite Act of 1962 
should be amended to provide Vexpress 'authorization to ^- 
COMSAT to have sole ownership of earth stations or^ to 
allow others to share in 'them .27/ . ^ . 



Reconunendatlon 2 - Foreign Relations 

The second raconmiend^tion of the study is that 
several steps are neMed ' f or strengthening the foreign 
relations role of the U.S, by clarifying the roles of 
the State Department, OTP, and FCC* They ^re i 
, ■ . * , * ' 

"a • Without affecting the existing 
authority of the President with relation 
(to .particular, statutorily-delegated . 
areas of .teleconmunicatidns managem 
OTP shoulci be given statutory existence ' 
and should ba designated as the proper" 
agency to. coordinate the approval of ' 
^proposed agreements , with foreign carriers, 

"Such statutory existence for OTP 
could beat be established by ameilding 
the Communications .Act of 1934 , inserting 
a new subchapter on international 
telecommunidations , which ' woxild . provide 

. for the continuation of OTP and for 
. its duties and functions in relation 
' . to international telecommunications/ 
' The enumeration of such duties and 

functions wpuld effectively incorporate 

^ the provisions of EKecutive Order No. 
11556 and^ should contain specific 
reference to the proposed coordinating 
function of OTP for the approval of 
agreements with foreign carriers, in 
accordance with further recommendations 
that follow- ^ 

"b, .All U;S, international carriers 
should be required by law to inform 
^ OTP of ongoing negotiations with 
foreign carriers, and OTP, in turn, 
should have the duty to inform and 
V obtain the concurrence of the State 
department and of FCC before a U^.S, 
carrier is authorised to conclude- an 
agreement with a foreign carrier. 
This requirement should apply to 
■ \ = satellite as well as cable agreements. 
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"The statutory amendments — to b© inciuded 
in the proposed new subchapter of the 
Communications Act of l9 34---would^ in ^affect, 
maKg applicable and extend the provisions 
' . of 1742 of the Coiranunications Satellite 

Act'^of 1962, relating to negotiations with , 
\ foreign farriers, to agreements relating 
to cables as well as sktillites* The 
' coordin^tir^/ function for obtaining 
State Depa^^^nt and FCC concurrence 
would be assigned to OTP. The proposal 
has somewhat broader scope .^hari thp : 
' earlier provision in the Communications 
Satellite Act because it would require . 
^ the early concurrence of FCC as well, 

"c. The law should provide that the 
designated governmerlt agencies^ in 

^ consenting to agreements with foreign v 

' . carriers, be guided primarily by the 
need to meet capacity requirements for 
growth^ taking into account the cost ^ ^ 

burden th^t unnecessary capacity .imposes 

' on the public. ; 

"The recoimnended statutory amendmant, 
- to be incorporated in the new subchapter 
on internatiohal telecommunications * may 
be regarded as an. amplification of S214 

^ of the Communications Act of 1934 , whidh 
provides that an eKtensiori of lihrns must 
be approved through the granting of a , ^ 

certificate of public convenience and ■ 
necessity. The proposal^ in effect, • 
would articulate growth factors in relation 
to conyenience and necessity and would 
also relate the ,long--range planning 
functions of the government to decisions 
affecting international agreements relating 
%o the expansion of systems and ^services , 2&/ ^ 

In the past/ it has ,been the .practice for carriers 
to negotiate international agreements without prior- 
subatantive consultation with the appropriate government 
agencies. The proposed change would assure that the 
appropriate agencies were not only informed but also made 
aware of contemporaneous* cable and satellite' negotiations 
(making them able to ascertain whether either or. both 
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proposed agreements were n&bessary) , Gr^ad states i 

"The recommendation give OTP, , 

established as statUitory agengy in ' 
. the EKecutive Office ^ ^clpar obllga-^ ^ , 

tion to coordinate the process. The. 
involvement 6f the State Department 
" is obviously appropriate^ and the role ' 
of the FCC would be to substantially - 
carry out its regular function as 
redefined in aGCordance with Recommen*- 
dation One*'* . ^ 

It should be added that the recommendation 
does not: oust FCC from its regulatory 
role^ nor would it substitute a political 
decifeion=^making process for what' is . ..- - 

essentially ec process subject to the 
judgmeht of a qualified administrative - 
^ : agency. The role of the. executive is 
seen as essentially a facilitating ^ 
supportive > foreign policy role t 'V 29/ ; 

Recommendatior i 3 - Lon g -Range Planning 

■ - ^ , -. ^ ' ' ' _ ' 

Several steps for improving the long range plahning 
process as advanced in the report are: 

; a* OTP should be tasked with the statutory 
obligation to engage in *long--range planning and p^liqy 
development for the U.S, in the international tele- . 
communications field, 

b. The carriers and appropriate agen6ies should 
be tasked to provide Information to OTP upon request, 

c* - Uuties and obligations here recommended would 
properly be included in the prpposed amendment of the 
Communications Act of 19 34/30/ 

The need for government involvement has been 
demonstrated as i - 

"only tlie government can require the 
collection and assembly of all relevant 
data-^'-while planning by industry is ^ ^ ■ 
likely to be based on the cable or . 
. ' satellite components^ without regard 

to communications needs as a wholp. 
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; In fact/ a major defect of paat planning 
efforts has been thatdablo and satellite 
faQiliti©s were pl^nneca for separately and 
without relation to each other.*- there 
• ' ' is evidence of substantiai nurnbers of \ ' 

empty oircuite , Whose idleness imposes - 
a QOBt ort the public resulting from ^ 
/ the lack of coordinated planning • , . — 

for cable and satellite li/ 

Other factors necessitating the involvement of 
goverriment in the planning process are alsQ suggested, 
"There is also m need for long-range government planning 
in the teiecommunications field because interests ;of the 
U,S* telecomniunications, industry do not necessarily 
coincide fully with the national interests , unilateral 
planning by sectors of Industry is likely to take 
account of the special* economic interests of the. 
particular carrier/ rather than the national interest * 
or th© public interest--partidularly when planned 
facility expansion is so closely connected with a more ^ 
advantageous rate base. Moreover, carriers havev _ 
maltinational business interests, and their planning 
decisions may, at times, reflect their special economic 
interests in favoring multinational rather than U.S,. 
intere&ts. Clearly, the public interest of the in ^ 

international telecommunications requires government ^ . 
concern for, and participation in, long-^range planning, ~/ 

The study doncludeB "In view of the close relation- 
ship of international telecommunications to foreign 
relations ir\terests" of the United -States—and hence 
to the Executive Office of the President---it is appro- 
priate that the Office of Telecommunications Policy be - 
given clear statutory responsibility for telecominunications 
planning in the international area." "The only agency 
which presently 'has -the staff tfapability, and which has 
shown a desire to undertake the task of long-range , 
planning and policy development, is the Office o£ ^ 
Telecominunications Policv in the' Executive Office 
"OTP already has the obligation to coordinate other 
telecommunications interests with national implications , 
such as the governhient portioh of the radio spectrum 
allocation and other aspects of telecominunications 
contrpl relating to national defense. "W / 
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CHAPTER VII 
SUmARY AND RECOMMENDATIONS 



A. Introduction . , 

This Gonc^uding chapter presents 4 femnmary of the 
findings on the various alternative industry structures 
which were examined for single entity^ international 
record industry^ international telephone industry, 
COMSAT, and governmental regulation. An overall 
summary based on these findings is presented and 
finally, the authors for the first time in this report 
make known their views for regulatory action and legis-- 
lative change in the form of reconunendations , 

B , Five Basic Areas Studied 

This section summariiea the findings of the studies 
in the five basic international areas. 

1, Single Entity Options 

Several studies eKamine the option of a single 
transmission entity either privately or government 
owned. There is a general consensus that a single 
entity/ i..e., monopoly, should not be allowed at the 
retail level as many services can be supplied on a 
sopiewhat competitive basis. 

In . the case of a privately-downed single entity 
at the transmission level, most of the studies have 
indicated that assumptions of likely cost benefits could 
fl^t be defended. As one%author notes ^ the consumer 
would have "no alternative supplier, merely different 
technologies at probably uniform prices,'- The studies 
indicate that a single entity could prove difficult 
to regulate, result in an unbalanced system through 
favprinq one technology over another, and create service 
problems. As far as existing problems are concerned, 
the studies indicate that this option could serve to 
exacerbate rather than to resolve them. 

In the case of k governments-owned single 
entity^ the studies indicate that it would suffer 
from the same difficulties and introduce others ^s 
well. Several studies note that political forces could 
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intrude in the decisions, the eKecutive appointments, 
and tije operations. One study compares the. likely 
result as simiiar to the U.S, Postal Sewice. Another 
study observes that rates are normally higher in 
countries where government ^owned entities ar^ involved 
and makes the point that funding, rather than reflecting 
requirements, would have to Gompete with other more 
compelling needs in the government budget. 

With the ekception of the Rostow .and SRI 
studies of the 1960*s, none of the studies specifically 
advocates any type of single entity, 

^ 2 , International Record Industry Options 

The Gabel study "of the record industry traces 
the development of the industry over time and the legis-- 
lative/reguiatory background. Several options for the 
international record service industry were explored 
including! status quo (i.e,, no changes), duopoly, 
and Improved regulation. The study raises significant 
questions in a number of areas. For example, rates for 
some service^ may be higher than necessary, investment 
may be less than cost effective, and competition less 
than it could be (Authorized User, AVD decision, cable/ 
satellite issue, etc.). 

The study observes that a number of changes 
clearly appear necessary (i.e,, abolish Authorized 
User ruling, abolish AVD decision and cable/satellite 
allocation, etc .) . These are all decisions that the 
Commission made and are within its^ power to rescind , 
Gabel emphasizes that the "missing link" has been effec- 
tive regulation and that the answer to the identified 
problems is improved and more active regulation rather 
than structural change* 

3 , International Telep hone Industry Options 

The Cole stu^y of the international telephone 
industry examines' the complexities of international 
services and how they are integrated into the U,S, 
domestic system, significant hazards are identified as 
results of the magnitude of the telephone industry, the 
problems posed by the cable/satellite issue, and the 
lack of required regulatory tools. The study views 
the existing inability to actually practice rate base 
regulation (due to inability to identify true costs of 
international service) , inability to determine the most 
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cost effective facilities mix, etc, and the potential 
long-^run cost impact of eKisting cable/satallite alloca- 
tion schemes as serious problems which need attention* - 

The study reviews a number of options including 
the status quo^ improved regulation ^ development of an 
overseas accounting center, an AT&T subsidiaryra separCCe' 
non--AT^T company, and merger of COMSAT into AT&T, The \ 
study finds that the structuEal change options offer no 
definitive solution to the existing problems. Generally, 
the structural change options appear to open the door to 
even more problems , and in some cases effect a loss of 
existing benefits such as competitiveness, economies of 
scale, international bargaining power, technological 
leadership, and others. The findings of this study are 
essentially similar to those of, the record industry study; 
improved regulation is required no matter what option 
is examined and, in addition, the development of an over= 
sea^ accounting center, is recommended. The latter would 
make it possible to accurately identify the true costs 
assdciated with international serviced and. would make 
effective rate base regulat|.on posslbl^*^:^ V 

4 , COMSAT Qptions 

The Transcomm study reviews several options 
for COMSAT including; jrecision of the Authorized User 
decision (allow COMSAT into the AVD market) , joint 
carrier ownership of satellites, and COMSAT absorption 
o£ ATaT submarine cables and related facilities. 

The results of the study are relatively inconclu- ' 
sive for a number of reasons* For example^ any option 
which generally retains COMSAT'S carrier's carrier role 
is by definition limited. Also, any option which opens 
up markets such as AVD to COMSAT raises questions of ' 
impact upon other carriers, such as the IRC's. Finally, 
COMSAT'S ability to compete in the message telephony 
market is virtually nonexistent because of the nature of 
that industry. 

The study indicates that recision of the Authorized 
User ruling would probably result in much more competition 
than now exists. On the other hand, it notes that the re- 
gulator would have to guard against cross-subsidization * 
The joint ownership option is^ noted as being interesting 
but not likely to solve existing problems and would 
create new ones. The study observes that having effected 
this change, the regulator would still be faced with the- 



cable/satellite problem, although the possibility for real 
difficulties (i*e., relegating satellite to the thin . 
traffic paths) would be greatar . The study, also notes 
problems with maintaining technology , both cable and 
satellite,' under this option. 

The absorption of AT&T facilities option would, 
in easence, create a single transmission entity wrth all of 
the objections noted previously, • Transcomm further 
observes that while COMSAT might be in a position to plan 
effectively r its predisposition toward satellite could 
lead to an unbalanced system and service problems. 

In summary^ the author notes that "no major 
conclusions have been drawn for each alternative^" but he 
does suggest that administrative rulings dominate tne 
structuring of the industry. ^ 

5 , Government/Regulation Options 

In the analysis of regulatory procedures, 
Transcoimn, Inc* tests eight regulatory alternatives as 
possible responses to current industry problems. Increased 
regulatory planning and guidelines^ which are overly 
specific and intended as a replacement for common carrier 
management duties, are summarily rejected. The elimination 
of c i r^u tt -ac^ti vat-ion -r eq ui remen t s and the— di^sagg^^a fcion 
of rates are advanced as the former would eliminate delays, 
and the latter would base rates on costs. The capitaliza- 
tion of satellite lease payments or the eKclusion of sub- 
marine cable investment from the carriers* rate bases are . 
reviewed as possible ways of neutralizing the cable/satellite 
circuit choice* Also, AT&T's and COMSAT 's entry into the AVD 
market are assessed as positive alternatives as long as 
regulation can safeguard against cross-^subsidization , and 
as long as the new entrants do not seek to eliminate the 
IRC's from this market. Deregulation of leased channel 
^rvice ia^also analyzed with similar results. . .. ) _ 

Grad and Goldfarb's study offers three recommenda- 
tions for change in the industry. First, the 1962 Communi- 
cations Satellite Act would be amended to recognize COMSAT 
as a full common carrier in order to relieve the FCC of its 
obligations to advance satellite technology, and to relieve 
COMSAT of special foreign relations obligations. Second, 
in steps designed to enhance foreign relations , OTP should 
be designated as the U*S, agency to coordinate agreements 
with foreign carriers, require all U.S. carriers by law to 
inform OTP of ongoing negotiations, and require a statutory 
ameatfhent to meet capacity, requirements primarily through 
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co&t. consideration. Finally, OTP should be taskad with the 
statutory, obligation to engage in long-range planning and 
policy development for the U„S* international telecommunica- 
tions* 

C, Conclueions and Recoimnendatlons 

This section contains observations that , for the sake 
of focusing the issues, are cast in the form of views, 
comments/ and recommendations* However, OT has not subjected 
them to the eKtensive review by the range of interested and 
informed parties inside and outside the federal Government 
which would precede formal recommendations by the Executive 
Branch to the Congress . Rather , the purpose of this ' section 
is to make a responsible and public contribution to ongoing 
discussions of alternative arrangements for the structure 
and regulatn^pn of the international tele^mmunications industry 
There has bWn sufficient review of these observa;tions to 
satisfy OT that they will make such a responsible contrifaution , 
Nevertheless, because of the limited purpose of this section, 
the observations do not constitute formal positions or action 
recommendations on behalf of the Office, the Department, or 
the Administration. 

J ' ' - 

1 • Structural Alternatives 

It is our opinion that hot one of the suimnarized 
U*S* international industry studies has made a convincing 
case for structural change. The single entity^ alternatives 
are dismissed as anticompetitive in an industry which sorely 
needs enhanced competition, not only in the services sector 
but in the transmission media sector as well. s 

Alternative arrangements for the IRC's, ATST, and 
COMSAT also hold little appeal, since the industry's pro- 
blems are not prijnarily the results of the existing indus- 
try structure. The various alternatives examined by Gabel, 
Cole, arid Transcomm did not fare well when examined as 
possible instruments for efficiency, competition, technolo- 
gical progress, and consumer benefit. Indeed, when gains 
were found in sope instances, they were offset by losses 
identified in others, along with the potential for further 
problems* 

Finally, any structiiral change is not without con- 
current eKpense and loss to some, and revenues and gain to 
others* The benefits to consumers and the overall effect 
on the industry must be demonstrated before a commitment 
is made ffor changing the structure. 
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2. Regiilatory Alternatives 

Thai bulk of the evidence supplied by the various 
studies indicates that the existing industry structura is 
neither the cause of the problems faced today in intemational 
telecommunications nor the proper focal, point for change* 
Rather, the problems are due largely to an ineffective 
regulatory process which has been outpaced by technolo-* 
gical progress, growing market size, eKpanding service 
.categories, and varying degrees of competition* The 
complexity of international telecommunications has 
placed extraordinary requirements upon^an overburdened 
regulator. Clearly^ improved regulation is the more 
feasible approach for change* By means of an improved 
regulatory p|rocess,iit will be possible to effect the 
changes needed for ensuring the efficient operation of the 
industry* In so doing ^ the industry str.ucture may well be 
affected indirectly by improvements in the regulatory 
process / which will induce a higher degree of feasible 
competition * 

Both Gabel and Cole directly advocate improved 
regulation. Similarly, Grad and Transcomm detail various 
regulatory alternatives for solving existing problems* 
Our recommendations below follow this improved regulation 
approach* Such an approach leads to a timely introduction 
of reform with a minimum of legislative rewrite, 

* a . Rate Base Regulation/Rate Structure 

■\ ^Effective rate base regulation of the inter- 
national v^ice and record carriers must be instituted as 
soon as possible* This would not only ensure that basic 
regulatory goals are achieved, e*g*, just, reasonable 
and ^nondiscriminatory rates, cost effective investments, 
etc*, but*also introduce a higher degree of competitive- 
ness in many areas. Commission actions in Docket 18128 
and 20778 are preliminary steps toward achieving effec- 
tive rate base regulation , 

R e c omm a n d a t j^p n_s^ : 

• Establish an eaw^wuii l i i^y ^^^i^nL^L tuL AT&T's 
overseas services . 

of return of the major international voice and record 
services , 
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• Determine present rates of return for the 
major services. / 

• Establiih allowable rates of return for each 
of the ma^or services, 

' b. Planning arid Licensing of Facilities ^ * v 

: At the present time^ the Coiraiis|iQn has 
embarked upon an effort to require industry to submit a 
comprehensive plan for approval and has also beg'4n In-house 
efforts to develop soma of the needed analytical methodolo^ 
gies. In our view^ the Government's role should be limited 
to protecting the public interest without performing 
industry's business* Definitive guidelines^ which ade- 
quately protect S. public interest^ must be developed 
to enhance cost effectiveness and to reduce uncertainties 
for both U*S* carriers and foreign administrations, h 
planning mechanism must be established whereby U.S, cable 
and satellite carriers ^ in cooperation with foreign adminis^ 
trations, jo^n^tly perform Idlig^range planning with a 
reasonable Expectation of'U*S. license approval, 

Recommenda ti^n^j^ 

The following steps are proposed in the. 
-P lann i ng and, licensijag piocess ^ shown in figure- VXl^^l^^^^s 
improvements in the current process i 

(1) The Government in conjunction with the 
U.S, carriers should first .develop guidelines relative 

to traffic forecasting, a cost comparison methodology 
for transmission facilities^ and operational factors. 
The Government should not try to impose a standard fore- 
casting methodology on the carriers but only insist that 
the methodology be a systematic^ fully definable process. 
The cost comparison methodology of cable and satellite 
systems must be developed jointly with AT&TL^ COMSAT^ and 
the IRC's because unique requirements must be accounted 
for in the process. Likewise, the operational requirements 
must be developed jointly with the carriers for the same 
reason . 

(2) Once the guidelines are established, 
the U.S. carriers would develop a coordinated long-term plan 
or plans with the foreign administrations compatible with 
the established guidelines. - It is understood that some 
foreign administrations m^y have different views ^ and a 
reasonable compromise will be reflected in the coordinated 
plan. 
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I (3) The U.S* carriers would then submit the 
plan or plans plus the applications for near^term facilities, 
inaluding proposed circuit utilization of facilities , to the 
FCC. The plan would allow the PCC to examine the near=term 
applications with a long-term perspective. 

(4)^ The FCC will apply the established guidelines 
in deciding' whether to grant tentative appro^l of the 
applications for near-=term facilities within^O days* This 
process requires the Commission to maintain^n in-ho.use 
capability in the 'ar%as^ of traffic forecasting, economic 
cost comparisons, and operational requirements* 

¥ (5) If the FCC grants tentative approval, then 

and fonly then, can the carriers sign a negotiated agreement 
with the foreign administrations on the near-term facilities. 

(6) Then the carriers submit their applications 
to the Commission, with action reqi^red within 30 days. 
The FCC will verify that the negotiated agreement is consistent 
with the tentatively approved a-p^lication * 

c * Rg^lative Use of Cable and Satellite 
Facilities 

We agree with most of the studies that the.--^ 

_u_s^_ oX.^iii Jsmul-M^- .Q-r__,ojtiiez „s.uGh de vl_a_e_a _shQuLd ha.._ \ . x 

abandonpd. The determination of cable/satellite market 
share' should be determined by the relative cost effective- 
ness and operational efficiency, promoting competition 
between the transmission media suppliers* Operational 
factors such as diversity requirements will probably 
result in a minimum use of either cable or satellite 
facilities for any major traffic stream at 25--30 percent 
of the total, ^ 

The issue of circuit utilizmtion will be 
resolved adeguately in tne proposed licensing process and 
no separate, circuit activation authorization will be 
required. This approach would abolish the present two- 
step licensing process. , ^ 

Re commendations 

• Abol ish any and all fill formulas which 
are used to determine the reiative use. 

• Explore measures that neutralize cable/ 
satellite Investment choices, such as capitalization of. 
lease payments , ^ 
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• Eliminate separate Girc^it activation v 
procediaire^i which are now required by the FCC* 

d , Foreign ^Relations 

Most of the difficulties the U.S. has 
experienced with its foreign partners can be traced to 
four causeai (1) failure of the U*S. .to develop specific^ 
policy and guidelines relative to the liaensing of new 
facilities (this has cauped uncertainty not only among 
the U*Sr carriers but also with their foreign correspondents) 
* (2) fundamental difference in viewpoints concerning rates 
' (U.S. views telecommunications as a basic service to be 
provided at reasonable rates .whereas many foreign countries 
vifew it' as a profit maKimi:2in|f^ business and use the revenues 
to subsidize postal and other domestic services), (3) U,S* 
regulatory lag in the licensing and circuit activation 
process, and (4) multi-lateral failure to recognise that 
facilities planning is a cooperative venture,. 

Recommendations f 

• Ensure that foreign entities are fully 
aware of U.S, licensing and rate policies* 

implement prior recoimnendations concerning 
U*S. licensing process as a means of eliminating regulatory 
lag and promoting cooperation. 

e. AuthoriEed U ser/iWD 

Several studies suggest recision of the 
Authorized User decision and the re-entry of AT&T into the 
AVD market, vge believe that these actions would increase 
the degree of competitiveness in the marketplace over the 
short run, although the impact upon competition over the 
long run is less obvious. 

Recommendations i ^ 

• Examine the prospect of predatory pricing 
by COMSAT and/or AT&T, 

• Examine the impact upon the IRC ' s and 
the basic services they provide. 

. . m Examine the possibilities of cross- 

subfidization by all the carriers. 
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• Examine ttie impaGt of foreign half- 
circuit rates. 

£, Resale and Shared Use Of Servi cgs and 
Facilities . ' . \ 

We feel that sufficient evidence has not 
^mmn presented' to ^©termin# , that resale and shared use of 
international services and facilities would be in the 
public interest. While the goal of a higher degree of, 
aompetition in the private-lease market is desirable^ it 
is possible that other alternatives such as deregulation 
of private lease might be preferable to merely increasing 
the number. of vendors while maintaining regulation. 

The long run impact of multiple new entrants 
could adversely affect competition and lead to a greater . ' 

degree of marrket concentration than now exists or to the 
establishment of new artificial markers* 

Recommendations ' 



The concept of resale and sharing as well as 
other alternatives in the private lease area should be 
examined with consideration of the following: 

m Relative size of the market 

m Likely viability of new entrants 

ii Degree of Government involvement required 
(artificially . defined markets) 

ii Evidence that existing service is not 
available, inadequate, over-priced, or artificially 
constrained •* 

• Impact upon basic services, and determina"- 
tion of whether they are reasonably priced at the present 
time ^ 

g Record Industry Issues 

Thm formula for unrouted telegraph 
messages^ gateway cities, and interconnection are discussed 
under this heading of record industry issues. 
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(1) rhternational Formfefl.a 
ReGoimnendations i 



; • hXl formulas for unrouted telegraph 
messages should be abolished. The customer should 
specify the international record carrier desired for. o^irseas 
transmission. 

(2) Gateway Cities 

Indications are that competition may be ^ 
enhanced by abolishing the gateway cities concept, ' . 

Rgcoi ynendations I 

• A study should be undertaken to fully , 
evaluate this proposal, since conclusions cannot be 
drawn from studies already performed* 

(3) Interconnection 

■ 

Interconnection may have benefits for thS 
consumer, however, there appear to be many factors (possible 
ayolition of the gateway cities concept ,^ long-term impact 
on competition, foreign administration reactions, etc*) 
that n^ed to be .evaluated before a final decision can be 
reached* The Commission is examining this subject at the 
present time, and any reconunendation now would be untimely, 

h. Earth Station Ownership 



We do not see the earth station question 
as a major area of concern/ - 

3 . A^eas for Possible Legislative C hange 

The regulatory changes recommended in the pre^ 
ceding section may require new legislation in order to '^v^ ' ■ 
either provide the Commission with the necessary legal ; 
authority or to reflect specific directions by the Congress 
as to how the Commission is to carry out its regulatory 
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roie, A new section may be daslrable in a revision V 
to. the Conunurtidat ions .Act o£ 19 34 to cover those itemi- 
whi'Gh ara unique to international telecDimunications * 

. Considaratiori shdyld *be giveii to thp revision of 
^ Sactlon 222 of ^ct if it is deemed necessary tOi (1) jibo- 
iish the international formula' for t\im distribution of 
unroutad outbound telegraph masaages'^^nd allow an all^, 
routad-^by sender approach to be implemented ^ (2) abolish 
the gateway citl^i concept or provide for more liberalized 
hinterland service^ ajid (3) reelasslfy Hawaii and Puerto 
eRico as domes tic points for U.S* domestic traffic. 

. . New legisLatlve languaga may also be desired to 
, specif ically address such items as i coordinated long-term 
'planning of facilities/ licensing of facilities ^ facility 
j^Bm allocation^, e #5* ? no allpcation of traffic by trans- 
mission meplla, rate base regulation ^ and international 
ral^e-satting ahd settleinent procedures* 



